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THE RELATION OF THE NATIONAL RESERVE ASSO- 
CIATION TO THE TREASURY 


One of the merits of the Reserve Association plan is that it 
contemplates the complete withdrawal of the federal government 
from the banking business. Ever since the government was 
organized, it has undertaken to carry on banking operations in 
some form or other; first, as part owner of a great commercial 
bank; then, when that experiment seemed unsuccessful, and for 
the last seventy years, as the custodian of its own vast revenues 
and checking accounts, and finally, during the last half-century, 
as the exclusive manager of that branch of banking which has to do 
with the issue of circulating notes. No other important commercial 
country, at least none of the countries of western Europe, has 
attempted for several generations to engage in government banking 
in any of these forms, either as owner or part owner of a com- 
mercial bank, or as maintaining a separate depositary for its own 
funds, or as handling the issue and redemption of bank notes. 

Our government has long since ceased to participate in the 
ownership of commercial banks, and among the multitudes of 
proposals for banking legislation, sane and insane, with which 
the country has been flooded during recent years, I have yet to see 
the first suggestion that it should attempt a repetition of the bank- 
ing experiments of its early decades. We need not, therefore, 
devote time to considering the idea of a government-owned bank. 
There is no danger that Congress will ever again consider seriously 
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the revival of a United States bank. Our government still con- 
tinues, however, to act as its own banker, and still continues to 
monopolize the note-issuing function of our entire banking system. 
With regard to the maintenance of both of these conditions there 
are serious grounds for objection. 


First, in regard to the effort of the government to serve as its 
own banker. No other government in the world is so ill adapted as 
ours to act as its own banker. Under governments with responsible 
cabinets, such as exist practically everywhere else, the machinery 
is provided for a balanced budget and an approximate equivalence 
of revenue and expenditure. Such governments are not confronted 
with alternating and unpredictable surpluses and deficits, and even 
if their funds were intrusted, as in this country, to an independent 
treasury, there would result no such haphazard and disturbing 
withdrawals of money from the banks and from circulation, or 
equally upsetting reinjections of money into the currency as have 
occurred here from time to time. In our government system, 
however, we have neither the machinery to insure a balance 
between income and outgo, nor even a serious purpose to attain 
such a balance. Under our peculiar methods one pair of congres- 
sional committees prepare the bills for raising money, while another 
independent and much larger group of committees prepare the 
bills for spending it, and no individual or committee is seriously 
charged with the duty of adjusting the balance between them. 
Moreover, our revenue measures have ordinarily been framed 
with other considerations in mind than raising revenue, while not 
infrequently the appropriation bills have reflected little or no regard 
for the country’s income. In certain past years we have been 
confronted with a deficit amounting to over a hundred million of 
dollars; in other years with a surplus of like proportions; and the 
effect of these vagaries in our budget, if the independent treasury 
had been consistently maintained, would have been a corresponding 
addition to, or deduction from, the country’s currency without the 
slightest regard for the demands of business. 

In the face of such a situation, with revenues and expenditures 
see-sawing in alternate surpluses and deficits, successive secretaries 
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of the Treasury during the last decade and a half have seen fit 
largely to qualify the independent treasury as a depositary of the 
government’s working balance and have adopted instead, as the 
only possible alternative, the deposit of a considerable proportion 
of the general funds with particular banks. In pursuing this policy, 
they are still hampered at every turn by a hodge-podge of outworn 
laws; but what makes the system really objectionable is the fact 
that it inherently involves injustice and inequality in the treatment 
of different banks. To name one instance of the fettering effect 
of outgrown laws, under present legislation the Treasury is in the 
anomalous position of holding large balances with banks in the 
larger cities where there are subtreasuries without being able to 
draw upon these accounts to make expenditures. In fact, though 
during the last ten years we have held on deposit with such banks 
anywhere between $10,000,000 and $150,000,000, we have been 
obliged under existing laws to transfer these funds from the banks 
to the subtreasuries before checking against them. The banks, 
in other words, have enjoyed the full use of the money during the 
greater period and in most cases are still doing so without paying 
interest, while the Treasury has been obliged to bear the expense 
of handling it. Another anomaly under the present law is that 
customs revenue cannot be legally deposited with the banks in any 
subtreasury city. 

But even if these anomalous provisions of the law were straight- 
ened out, the system would remain objectionable because of the 
inevitable discrimination and inequality which results from the 
selection of particular banks as depositories. We have at present 
423 regular depositories and 939 so-called “temporary deposi- 
tories.” (The latter, having been the recipients of substantial 
sums in the days when the Treasury enjoyed a surplus, are today 
reduced to a nominal holding of $1,000 each.) All of these institu- 
tions enjoy the distinctive privilege of advertising on their doors, 
in the press, and on their circulars and stationery the fact that they 
have been designated “United States depositories,” thus conveying 
to the uninstructed the false impression that they have been 
selected because of the peculiar assurances of safety, or of credit, 
which they offer. Yet, as all bankers know, the 1,362 institutions 
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selected as United States depositories are no more worthy of 
confidence of distinctive preference by the government than the 
5,969 other institutions under federal charter, nor are they so 
regarded by the government. Moreover, among the 423 active 
depositories, the Treasury’s authorized balance varies from $25,000 
in some institutions to $1,200,000 in others, and these differences, 
though of considerable financial importance to the banks con- 
cerned, as is evidenced by the importunate demand for such 
balances on the part of bankers and their congressional representa- 
tives, cannot in the very nature of the case be adjusted between the 
banks upon any basis of equity. The government balances must 
be primarily distributed according to the localities in which 
revenues are collected or disbursed. Try as we will in the Treasury 
to temper our business requirements with considerations of equal 
treatment of the banks, inequalities in abundance are bound to 
persist. Even in the same cities sometimes there are national 
banks with government balances of nearly a million, side by side 
with other national banks of equal size without any government 
funds at all. The very system involves unwarranted discrimina- 
tion between banks which are designated depositories and those 
which are not, and among the depositories it involves inequitable 
distinctions between those which are regular and those which are 
temporary, and between those with large and those with small 
balances. It means selection, means unavoidable favoritism, 
means appeals from congressmen and senators, means complaints 
and criticism. The whole system is wrong. 

It is highly important therefore that the monetary plan now 
before the public proposes a mechanism by which, on the one 
hand, the government’s haphazard surpluses and deficits can be 
prevented from effecting any serious alterations in the currency 
supply, and by which, on the other, the manifold injustices and 
discriminations as between banks, which are inherent in the present 
system of handling government funds, can for the future be com- 
pletely eliminated. If the plan is adopted, the government’s 
general funds and all future revenues will be deposited with the 
National Reserve Association and the annual disbursements, 
amounting to a billion or more dollars, will be made through that 
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institution and its branches. The government accumulations will 
thus be kept at the continuous disposal of all the banks and through 
them in the uninterrupted service of the public, and never again 
need the government balance serve as a disturbing factor in busi- 
ness, or as a source of inequitable discrimination between the banks. 


Second, in regard to the activities of the government in the 
management of note issue and redemption. 

Ever since the Civil War, or for nearly half a century, the issue 
of circulating notes, which in every other leading country has been 
regarded as an essentially banking function, exclusively appro- 
priate to the banks, has in the United States been treated as an 
exclusive function of the government. In Great Britain, so far as 
I am aware, the government has never issued any notes except 
the interest-bearing exchequer bills, which have never served as 
means of payment and which can scarcely be classed as circulating 
notes. In France the government has issued no notes since the 
fateful period of the assignats and the mandats in the eighteenth 
century. In Germany the imperial government has issued no 
notes since its establishment except the very unimportant amount 
of treasury notes emitted at the foundation of the empire in redemp- 
tion of certain obligations of the preceding régime. 

The American government similarly, for three-quarters of a 
century after its lamentable experience with Colonial and Revolu- 
tionary currency, abstained from further incursions into the credit 
field and, except for momentary relapses during the War of 1812 
and the war with Mexico, issued no fiduciary money. It was the 
dire extremities of the Union government during the Civil War 
which led to a reversal of this policy, and it was the prolonged 
duration of the war and its consequences which gave the reversal 
a momentum that has continued to the present day. Both the 
greenbacks and the so-called national bank circulation were credit 
devices to provide the government with the means to prosecute 
the war. Both were, and continue today, the equal obligations 
of the government. With the greenbacks the government borrowed 
directly from the people; with the bond-secured, so-called bank- 
note currency, the government borrowed indirectly, the banks 
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lending to the government in the first instance, then being allowed 
to borrow an equivalent amount from the people under govern- 
ment guaranty. 

The two systems of currency are alike objectionable, because 
the conditions of their increase or decrease have only to do with 
the balance between the government’s revenue and expenditure 
and have no relation whatever with the needs and qualifications 
of the country’s business for circulating media. In their ultimate 
analyses, I find little difference in this respect between the system 
of fiat government money, represented by the greenbacks, and the 
so-called bank currency that the government issues to any bank 
which offers government bonds as collateral. It means, in either 
case, that the currency increases when the government has to bor- 
row and decreases when the government repays its debts. In 
either case, it opens a tempting and precarious way by which a weak 
government can enter upon undertakings for which it is not finan- 
cially prepared at the risk of inflating the currency and undermining 
business credit. 

It is doubtless upon some such accounts as these that the great 
European countries have long since abandoned the government 
issue of notes and have, without exception, avoided the American 
system of indirectly issuing government notes by allowing their 
issue in substitution for deposited government bonds. 

The circulating notes, like the circulating ledger balances or 
deposit accounts, ought to be part and parcel of the credit machinery 
of a country. They are not essentially or even naturally related 
to government finance. The amount of circulating notes which 
is needed and which can be safely issued is not a multiple or coeffi- 
cient of the government’s need for revenue, but depends upon the 
general character and trend of business, upon the quantity of 
standard or lawful money available as a basis for credit, and upon 
the extent to which credit in other forms is already in existence. 
Of all of these factors in their various relations at any given moment, 
neither Congress nor any executive department of the government 
is likely to offer the most expert judgment. They are factors 
requiring for their just appraisal the most experienced and the 
most disinterested financial opinion based upon the widest relations 
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with banks and business throughout the country; and it is to such 
expert determination, rather than to the government or to the 
individual bankers, that the extension or diminution of the note 
credit of the country ought to be intrusted. 

Now it is to just such authority that the control of note issue 
is relegated in the suggested plan. The government is to be taken 
out of the business of note issue at least in so far as the greater 
part of the fiduciary issues—the bank notes—are concerned; and 
these issues are to be permanently divorced from their present 
illegitimate relations with the government bonds. 

I shall not attempt to treat here of the details of the plan of this 
divorce. It is already well known how the National Reserve 
Association is to take over the note issue and the bonds from the 
national banks, how the government is to refund the 2 per cent 
bonds into three’s, and how the Reserve Association is to pay a sort 
of alimony for fifty years after the divorce has been effected. The 
net result of all these arrangements is this: That the country will 
get forever rid of the unscientific, unresponsive, and dangerous 
government bond-secured currency; that the note circulation 
will once more become an integral part of the credit machinery 
under carefully framed legislative safeguards and under the most 
expert and most disinterested management which the banking 
community can provide; that the banks will be able to dispose of 
their artificially valued bonds at par; that the Reserve Association 
will hold these bonds on such a refunded investment basis that it 
will be able to dispose of them from time to time without probable 
loss; and, finally, that the government will, without additional 
expense, be able to refund $700,000,000 of its debt for fifty years 
at a net interest charge of only 13 per cent per annum. 


So two of the important activities of the federal Treasury will be 
transferred under the suggested plan from the government to the 
Reserve Association: first, the handling of the government funds 
and their disbursements; and, second, the issue and redemption 
of bank notes. This will effect great changes in the Treasury 
administration and will make possible great economies to the 
government. The adoption of the plan will make it possible to 
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dispense with the nine subtreasuries and with much of the work 
relating to them in the Treasury in Washington. As for the trust 
funds of the government, the gold and silver held against certifi- 
cates, and the 150 millions in gold held against the greenbacks, 
such of these funds as are now held in the subtreasuries can be 
transferred to the mints and the Treasury in Washington, or they 
can be deposited in the vaults of the Reserve Association and its 
branches, to be held there intact and inviolate as trusteed moneys. 
Of course, the vast majority of our trusteed gold (940 out of 1,140 
millions) and silver (346 out of 489 millions) is already held in the 
mints and assay offices and in the Treasury in Washington. We 
hold, however, a considerable amount of gold in the subtreasuries 
at Chicago (84 millions), San Francisco (32 millions), New York 
(33 millions), and St. Louis (27 millions), and a considerable number 
of silver dollars in the subtreasury in New York (81 millions). 
This could be transferred to the neighboring mints or to the 
Treasury in Washington, but if, as is quite within the range of 
possibility, the Reserve Association were to rent from the govern- 
ment the subtreasury buildings in New York and San Francisco 
and the subtreasury offices in other cities, the custody of the funds 
now in these buildings and offices could be transferred under 
proper safeguards without disturbing their locations to the Reserve 
Association, acting as trustee. 

The elimination of the subtreasuries from the expenses of the 
government will involve economies of perhaps a million dollars. 
The appropriations for salaries in the subtreasuries for the year 1912 
amount to $535,390, all of which might be saved in the future. 
To this should be added most of the appropriation for the division 
of public moneys, which during the current year amounts to $30,660 
for salaries, and most of which could be dispensed with, also 
$170,000 for contingent expenses, practically all of which could be 
dispensed with, as well as expenditures of between $30,000 and 
$40,000 annually in the cashroom of the Treasurer’s office. If 
we take account of the rental value of the subtreasury buildings 
in New York and San Francisco, and of the space in federal build- 
ings now occupied by subtreasury offices in Baltimore, Boston, 
Chicago, Cincinnati, New Orleans, Philadelphia, and St. Louis, 
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all or part of which might be rented to the association, or devoted _ 
to other purposes, we can estimate an aggregate annual saving 
to the government from the elimination of the independent treasury 
of approximately a million dollars. 

The further functions which the Reserve Association may assume 
later in serving as the fiscal agent of the government need not be 
considered now, but it is quite probable that it will eventually 
prove expedient also to transfer to this institution much of the 
machinery connected with the handling of the public debt and the 
interest payments thereon which now belongs to the Division of 
Loans and Currency, to the Register’s Office, and to the Loans 
Division of the Treasurer’s Office, and that important further 
savings may be possible to the government. 


In the transfer to the association of the business of bank-note 
issue and redemption, the government will effect further important 
savings. It is of course impossible to say how soon under the 
suggested plan the issue of notes by individual national banks 
would come to an end. The fact that the Reserve Association 
offers to take over only the 2 per cent bonds at par during the 
first year of its existence, and the fact that the notes of the Reserve 
Association would soon come to have a kind of standard quality 
the world over, preferable even to the government-secured national 
bank notes, would doubtless cause the majority of the national 
banks to transfer their bonds to the Reserve Association and to 
deposit money for the retirement of their own notes within the first 
year. On the other hand, it is altogether probable that among 
the seven thousand national banks there would be many, especially 
of the smaller banks, which would cling with pride, even at the 
risk of financial sacrifice, to the individual circulation; and 
undoubtedly even if money were deposited for the retirement of all 
bank notes, it would require several years to effect their complete 
retirement. In the meantime, some machinery for redemption 
will probably have to be continued in the Treasury. The British 
government in 1844 took steps to restrict the issue of bank notes 
in England to the Bank of England, and yet there still exist some 
seventeen small note-issuing banks aside from that institution. 
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The German government in 1875 took steps toward the transfer 
of all note issue to the Reichsbank, yet there still remain four 
note-issuing banks in Germany. It is not unlikely that in this 
country note issue by a certain number of banks would continue 
for many years, unless directly or indirectly interfered with by 
legislation. Possibly an insistence that the banks should bear all 
of the expenses of preparing the notes would help in facilitating the 
transition. But probably sooner or later it will be necessary to 
increase the tax on individual bank circulation in order to effect 
its extinction. Until such legislation is obtained, the Treasury 
will have to maintain some limited machinery for issue and redemp- 
tion. Assuming, however, that the vast majority of the individual 
bank notes will be retired almost immediately, a very large saving 
will be possible to the Treasury. During the present year the 
Treasury has been involved in annual expenditures in connection 
with the bank notes as follows: 


In the Division of Loans and Currency: 





For distinctive paper.................. $ 57,000 
For handling this paper............... 2,600 
$ 59,600 
In the Bureau of Engraving and Printing: 
For engraving plates................. $ 5,471 
PRGIOD GF WHEE. 6k ch ciciciesiccscncs. geet 
$546,887 
In the Office of the Comptroller of the Cur- 
rency: 
No.3 active ac anamatadienedeans $ 34,880 
- $ 34,880 
In the Treasurer’s Office: 
ROME BINOIII oo ons 5inees ccc about $ 12,000 
—— $ 12,000 
$653,367 


The transfer of the business of issuing and redeeming national 
bank notes to the Reserve Association would therefore result in a 
saving to the government of about $650,0co annually, and the 
aggregate annual saving from the elimination of the remnants of the 
independent treasury and of the national bank circulation would be 
in the neighborhood of $1,700,000. 

It would be premature at this time to attempt to add to this 
figure an estimate as to the amount which the government will 
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receive from the Reserve Association in taxes and surplus profits, 
but this undoubtedly will be reckoned annually in the millions. 
And so the Treasury will save upward of 1,700 thousand dollars 
per year and will receive profits of several millions more, in ridding 
itself of two branches of activity for the conduct of which it has 
always been ill equipped and which it ought never to have assumed. 
One of these, the bank-note circulation, was undertaken only as a 
measure of war, but has lagged on superfluous for a half-century 
thereafter; the other, the independent treasury, though it has 
been on the statute books a longer time, really collapsed years 
ago, and for at least a decade has maintained only a limping exist- 
ence. We shall see them both go with benefit to the country and 


profit to the government. 


A. Pratt ANDREW 
Wasarncron, D.C. 


THE SPECIE RESERVE IN A BANKING SYSTEM" 


By the term “reserve” of a bank, as generally used in this 
country, we mean the amount of cash kept on hand to pay obliga- 
tions to depositors and note-holders when these obligations are 
demanded in the form of money. The word “‘reserve”’ is a some- 
what unfortunate term in this connection, for it tends to strengthen 
the common notion that the business of a bank is to receive money 
by deposit from some people and to loan out part of it to others, 
keeping back, or reserving, some for emergencies; whereas deposits 
are often not in the form of money, and a bank would have to 
pay out cash on demand to discharge its obligations, whether its 
depositors ever left it any money or not. For it is a well-known fact 
that the bulk of our bank deposits consists of book credits based 
upon notes discounted, and not upon a deposit of money. 

Most of the payments demanded of a bank are called for not in 
the form of money, but of cancellation of book indebtedness, or 
transfer of some of its obligations from one creditor to another. It 
is possible, though hardly likely to occur in practice, that the aggre- 
gate liabilities of a bank might not change in the course of a day’s 
business, and yet that the items comprising that aggregate liability 
might show many transfers and changes of the bank’s indebtedness. 
In the process there might be no call for money. 

The term ‘‘reserve”’ fixes attention upon that part of the bank’s 
assets which consist of cash. Under some conditions, however, 
the solvency or safety of a bank depends as much upon the char- 
acter of the other securities it holds as upon its amount of cash 
in hand. There are second and third lines of reserve. If these 
securities are not readily salable for money when the bank needs it, 
the actual amount of its money reserve may not avail against dis- 
aster. Indeed, if the importance attached to the cash reserve in 
the minds of many people were justified, a bank should logically be 
required to keep an amount of cash equal to its total liabilities to 


* A paper read before the Western Economic Society, at Chicago, November 11, 
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depositors and note-holders; in which case it could not do any 
business, or at any rate, make any profit. 

However, without drawing any distinctions that are too fine, 
we may accept the view that the reserve is the amount of acceptable 
money which a bank keeps on hand to pay such of its obligations 
as must be made in cash. 

A reserve must be kept against deposits and against notes, if 
these are issued on commercial assets, as they should be. In our 
system there are no true bank notes. Our national bank notes are 
indirect government issues. Against them, under our law, no 
reserve need be kept. If they should be replaced or supplemented 
with real bank notes, a reserve would have to be provided. 

The kind of money in which the reserve must be kept depends 
mainly upon the character of the business done by the bank, and 
its location. The reserve for ordinary domestic needs is one thing. 
That needed as a basis for foreign payments is quite another. The 
reserve, whether against deposits or notes issued, or both, must 
be kept in that kind of money which the customers of the bank need. 
For home use, it may properly consist of any form of money which 
the people are accustomed and willing to use. Notes will answer 
this purpose as ‘well as specie. Banks which do an exclusively 
home business do not need gold, which is the only form of money 
acceptable in the interfational market. A currency reserve is 
sufficient for them. This is true whether the currency be issued 
by the government or by some central or federated institution, 
such as is suggested in the Monetary Commission plan. If we 
should establish such a bank, or Reserve Association, its notes could 
very properly be used as a reserve by banks in the interior part of 
the country, although they could not be so regarded for the central 
or federated bank itself. The Reserve Association, or the govern- 
ment, if the notes were issued by the government, would be 
obliged to keep a reserve of specie for their current redemption. 
The interior banks need not. 

In the last analysis, all credits must rest upon an adequate 
basis of gold. If the interior banks keep their own reserves they 
must keep them in gold or its immediate equivalent. At present 
that immediate equivalent, so far as it consists of notes, is United 
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States legal-tender notes, which are exchangeable for gold at a 
subtreasury. Therefore the subtreasury must have the gold. If 
the interior banks are to be permitted to keep their reserves in 
the notes of a central institution, like the proposed Reserve Associa- 
tion, that association must have the gold necessary to redeem the 
notes on demand, in addition to the amount necessary to meet 
specie demands for its deposits. 

The need for specie arises also from the necessity that foreign 
payments must be made in gold. This need of keeping a specie 
reserve to meet foreign obligations, the payment of foreign balances, 
must be kept in mind in every banking system and by every bank 
that issues notes redeemable in gold. It is the duty of banks which 
do this sort of business always to have on hand specie enough to 
meet the requirements of the situation. 

The two needs for a specie reserve, then, are as a basis of issue 
and redemption of home obligations, and as a basis of foreign pay- 
ments. The needs must be recognized and provided for by all 
banks, especially at times when their obligations run beyond the 
usual amount, and more particularly, if payment of any part of 
their obligations is likely to be called for in a form that will satisfy 
a foreign creditor. Gold must be available somewhere in the 
system. It must be held by the individual banks, or in sufficient 
amount by a reserve or central institution. 

This necessity brings us to the question of the relative advan- 
tages of what is known as a single-reserve system as compared with 
those of a multiple-reserve system. 

By a one-reserve banking system we mean a system wherein one 
great bank is the depositary of the specie of the country, and is 
looked to to maintain a specie reserve sufficient to satisfy both 
domestic and foreign needs. Under this system all the other 
banks of the country pay little if any attention to the maintenance 
of a specie reserve. They deposit their balances in the one great 
institution, and rely upon getting money in any form they need 
by drawing on their accounts in that institution. The best- 
known instance of this kind is the English system. The Bank 
of England is looked to by the other English bankers to pro- 
tect the specie balance of the country, and these bankers pay little 























SPECIE RESERVE IN A BANKING SYSTEM 15 


attention to keeping gold in their own vaults. We ourselves 
approximate the one-reserve system in a half-hearted way in that 
provision of our national banking law which permits country banks 
to keep part of their reserve in reserve cities. Under this law banks 
in central-reserve cities are required to keep a reserve of 25 per 
cent in legal money against their deposits. Banks in other cities 
are required to keep 15 per cent of their deposits in the form of 
legal money in reserve. But three-fifths of this 15 per cent they 
are allowed to deposit in the central-reserve banks and count as 
reserve. That is, they send part of their required reserve to the 
central-reserve banks to be kept as reserve. As a matter of fact, 
only one-fourth of it need be kept on hand there. For example: 
if an interior bank had deposits of $200,000, it must provide a 
reserve in lawful money of $30,000. It may keep $12,000 and 
deposit $18,000 in its reserve banks. These need retain only the 
required one-fourth, or $4,500. Thus the lawful money reserve 
actually in hand is $16,500 and not $30,000. 

In the past the state banks and trust companies often have kept 
small reserves of cash, relying upon the national banks through 
which they carry their balances. Therefore the task of carrying 
the reserve for all banks has been largely put upon the national 
banks of the reserve cities. These carry not only their own burden 
in the matter of reserve but the burden of competitors organized 
under state laws, and the burden of the smaller national banks. 
Our system therefore approaches the one-reserve system in the 
sense that it reduces to a minimum the number of banks upon 
which is placed responsibility for maintaining the specie and 
legal-tender reserve of the country. 

The multiple-reserve system is that in which each bank keeps its 
own reserve of lawful money and specie. In theory this is the 
system on which we have organized our national banks. In prac- 
tice, however, as we have just seen, we do not adhere to it. 

The one-specie-reserve system, especially as it exists in England, 
is, of course, subject to all the dangers that come from a highly 
centralized system. It has been frequently said in recent years 
that the specie reserve kept by the Bank of England is inadequate 
for the growing business of the country, and that danger of collapse 
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at some critical moment is greater than it used to be. The one- 
reserve system requires more careful and prudent management by 
the bank that keeps the reserve. \/ On the other hand it is economical 
of the country’s capital. Less needs to be invested in gold. For 
a smaller reserve is needed, if centralized, than if distributed among 
many banks, because the process of cancellation of indebtedness can 
be carried farther. In other words, a larger volume of credit 
can be based upon a given amount of gold. This is the strength, if, 
as is claimed, it is also the weakness, of the English situation. 
Moreover, a great central reserve of specie is visible to all the world, 
and inspires a confidence that scattered reserves do not. That 
these advantages of a central specie reserve are appreciated even 
under our present system is shown by the fact that in every impor- 
tant monetary stringency in this country in recent years the 
associated, or clearing-house, banks of New York City and other 
places have pooled their reserves. The result in each case has been 
to give these the power of one great reserve. The action econo- 
mized the available gold and inspired confidence. 

The advantages of a central-specie-reserve system are greater 
in a country with so many banks as our own, for the reason that 
foreign settlements are conducted through only a few centers— 
indeed, practically through only one, New York. As has been 
remarked already, the business of the rest of the banks is such that 
settlements may be made easily enough in other money than 
specie. On the whole, therefore, the balance of argument seems to 
be in favor of keeping the specie reserve of this country in one great 
institution, which should be located in the place which is the center 
of foreign settlements, as well as of domestic exchanges. 

If we adopt the policy of a one-specie-reserve system, the ques- 
tion arises: What form of banking organization should care for 
it? If we abandon the plan of requiring each bank to keep its 
specie reserve either wholly or in part, and adopt the plan of a 
central reserve, shall its maintenance be made the duty of a central 
bank organized in the ordinary way or shall the reserve be kept by 
the government? 

Opinion in this country is likely to be long divided on the ques- 
tion of the comparative advantage of having the government keep 
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the specie reserve of the country or having it kept. by central insti- 
tutions under private management. Certain it is that there is a 
profound and widespread distrust of the banking and financial 
interests of the country with reference to their inclination or ability 
to manage a currency system in the interests of the people. On the 
other hand, business men shrink from subjecting so delicate a part 
of our commercial machinery to political influences and their 
possible domination. In the Bank of England we have a magnifi- 
cent illustration of a case where the public monetary interests are 
well managed and conserved by a private corporation. This was 
not always true. The duty has been recognized by the Bank of 
England for not more than a generation. Previously, the bank’s 
sense of duty in this matter was as low as that attributed to our 
bank managers. The responsibility was tacitly assumed only after 
a long period of trouble had shown its necessity and public opinion 
had strengthened the feeling of public duty on the part of bankers. 
Both of these conditions are now realized in this country by a few 
bankers. But the number is not large among those in positions 
of great influence, and the people do not seem ready to trust bankers 
with the power necessary to the proper discharge of this duty. We 
are not ready to admit that our bankers and business men are less 
able than their English brethren to do this work. But they have 
not done it and the people hesitate to believe that they will do it 
if the task is given them. What are the reasons for this feeling ? 
Undoubtedly the principal cause of the distrust felt by the 
people of the financial world is born of the evils that have come from 
the confusion of our commercial and financial banking. Our banks, 
even those which were intended to be purely commercial, have 
been too commonly used for the promotion of financial enterprises 
by those who ought to have kept business credit in liquid form. 
In other words, instead of being treated as an agency of commerce, 
the banks have been used as a means for promoting industrial 
and transportation interests. They have come largely into the 
control or under the domination of so-called “financial magnates,” 
and have become identified in the minds of the people with the 
industrial and transportation enterprises promoted by these mag- 
nates. This is true of national as well as of state and private 














18 JOURNAL OF POLITICAL ECONOMY 


banks and trust companies. The primary function of the com- 
mercial bank has been almost lost sight of. The people have come 
to think of the banks of New York as the Standard Oil group and 
the Morgan group, and they know very well that the power of 
these groups of banks is not confined to New York City. For this 
reason it is difficult to persuade many people that it would be 
advisable to make arrangements which would make it possible for 
either or both of these interests tome into greater control of our 
money system. In order to reassure the popular mind we must find 
some means of organizing our banking system so as to separate its 
commercial machinery from financial and industrial promotion, 
and so make it impossible for any one or any group to use the 
machinery of commerce for speculative profit. 

If we turn to the possibility of a reserve managed by the govern- 
ment, there is much to be said in its favor on the side of freedom 
from financial and speculative domination. On the other hand, we 
must remember that government officers may be the creatures of 
party politics, and it is conceivable that with a purely government 
institution holding the specie reserve of the country, political influ- 
ences would play a greater part than they should. Moreover, it 
is idle to suppose that the managers of a government bank would 
necessarily be free from the dictation, or at least strong influence, 
of the financial promoting groups that have so long dominated our 
currency situation. It has been openly charged that one secretary 
of the treasury once gave special advantages to one of the great 
banking interests of New York City mentioned above. Moreover, 
in every crisis the secretary has been obliged to consult the repre- 
sentatives of these interests and has been largely influenced by their 
views concerning the proper monetary policy of the Treasury 
under existing circumstances. Any other course would have 
been impracticable. To put the management of the reserve in 
the hands of government officers does not remove it from such 
influences as have been mentioned and subjects it to the additional 
danger of politics. We are beginning to forget the experiences of 
the decade from 1886 to 1896. 

With such strong reasons against an organization subject to 
financial influence on the one hand, or to political influence on the 
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other, we seem to be in the dilemma of finding it impossible to have 
either a privately managed or a publicly managed institution with 
entire safety. There are certain considerations, however, that point 
the way of escape. In the first place, whatever criticism may be 
made of the use of our banks by financial and industrial promoters, 
there is no doubt that the country today has men, bankers and 
merchants, with the spirit of the governors of the Bank of England, 
who in such an office as director or manager of a new bank for the 
management of the currency would discharge their duties with an 
eye solely to the public interest. I have a belief that the time has 
come in our economic and social progress when the sense of public ; 
responsibility in such matters has become strong enough to justify 
us in expecting to find such men. 

On the other hand, there is no doubt that if such men were found 
and put in charge of an organization with such great powers as will 
necessarily be intrusted to a bank that manages the specie reserve 
of the country, they would be subjected constantly to pressure from 
private interests on the one hand, and political interests on the 
other. They should be protected as far as possible, therefore, 
through government supervision by federal administrative officers 
appointed irrespective of politics, and with a tenure of office that 
would make them independent of the vicissitudes of political for- 
tune. We in this country do not make a sufficiently sharp dis- 
tinction between our administrative officers and our politicians. 
It is the latter, using the term in the ordinary sense, that we need 
to fear in connection with the currency system. 

The way out of the difficulty lies, therefore, in the establishment 
of a privately owned institution with government supervision, or 
part government ownership; and to the writer it seems that the 
plan proposed by the Monetary Commission for a federated or 
central reserve association, whose owners shall be the banks of the 
country, with proper government supervision, is a good solution of 
the problem. 

Having determined that a central institution of some kind is 
the best agent for holding and managing the specie reserve of the 
country, we must inquire next into the principles of management: 
how the specie is to be obtained and held. There is a common 
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feeling in this country that the law should prescribe the minimum 
reserve which a bank must hold against deposits. Very little can 
be said in defense of a legal minimum requirement, especially for a 
great single institution that is the core of the bank system. As 
has been pointed out, the minimum reserve prescribed by law today 
for our national banks is actually not maintained because of the 
growth of banks not subject to the law. According to the abstract 
of the report of the condition of national banks made by the 
Comptroller of the Currency on September 29, 1911, the demand 
liabilities of the national banks alone, omitting liabilities of one 
national bank to another, aggregated more than seven thousand 
millions of dollars. On the same date the aggregate amount of 
lawful money held by the banks was, in round numbers, 930 millions 
of dollars. This is about 13 per cent of the demand liabilities. If 
we omit national bank notes from the liabilities, the percentage 
of lawful money reserve becomes 14. On the same date the 
national banks owed state banks a little more than 500 millions of 
dollars, and trust companies and savings banks more than 546 
millions. If 400 millions of the latter sum belonged to the trust 
companies alone, we have an aggregate of goo millions due from 
the national banks to their rivals. In other words, the lawful 


money resources of the national banks on the day in question were — 


just about equal to the demand deposits of banks other than 
national. It is very clear that the requirement of a legal minimum 
reserve by the national banks does not provide an actual reserve 
of anything like that amount against all the bank deposits of the 
country. 

In the second place, a minimum reserve requirement is a danger 
signal for the public. When the banks begin to approach it, people 
become alarmed and do things which strengthen the influences 
that are the distress in the reserve. 

In the third place, such a provision is ineffective. A reserve in 
any proper sense of the term is a store of money to be used when 
sorely needed. If the law requires the banks to hold a certain 
amount of money under all conditions, it cannot be used when it 
is needed. 

In the fourth place, the requirement of a minimum reserve 














SPECIE RESERVE IN A BANKING SYSTEM 21 


induces carelessness and overconfidence on the part of bankers. 
They are inclined to think that if they comply with the law they 
have done all they should. 

A bank’s reserve and its ratio to the bank’s deposit liabilities 
are the barometers of its management. To hold too great a pro- 
portion of gold restricts profit; to hold too small a proportion 
invites ruin. Good banking depends not on good laws but on the 
exercise of good judgment by good bankers. It is probably too 
much to hope for in the present state of public opinion in this 
country, but the best results would doubtless be obtained if the 
proposed “federated bank of banks” or National Reserve Associa- 
tion, should be allowed to manage its own specie reserve against 
deposits under the careful scrutiny of competent managers, and a 
board of government supervisors, without reference to any legal 
minimum. The necessities of trade will require it to keep a large 
amount of gold, for we need a repository of gold from which we 
can get the metal for foreign drain and to maintain the proper 
reserve against the domestic liabilities of the federated bank, 
whether these liabilities are deposits or note issues. 

In my opinion, the case is somewhat different with a reserve 
against note issues, under the conditions which prevail in our 
country. A certain amount of specie reserve should be required 
to be constantly on hand for current redemption of notes. For the 
notes of every bank should be sent home for redemption as fast 
as other banks get hold of them. This is the means whereby 
elasticity is established and maintained. When currency becomes 
redundant, it should be redeemed in the form in which it can be 
sent from the country. That form is gold. For these reasons it 
seems to me that so far as concerns a reserve against notes the 
latest suggestions of Senator Aldrich have good foundation, although 
as printed they are inconsistent with each other. I do not believe 
we should prescribe these reserve conditions for deposit liabilities. 

The ultimate banking reserve of the country must be in gold. 
It must be adequate and it must be subject to ebb and flow. It 
must be an influx and efflux of specie due to the same operations 
for which notes are issued and discounts are made. It is important 
to inquire how such a reserve is obtained and maintained. 
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There are two ways of maintaining a specie reserve. One is to 
accumulate the gold and hold it; the other is to be able to get it 
when you want it. Under the first system the country must put 
what restrictions it can against the exportation of gold. But all 
restrictions interfere with trade. A free market for gold is safer 
and in every way better than a protected one. It seems hard to 
believe that if the market is free, so that gold can be drawn away, 
we are likely to have more gold than we might have under the other 
system. Such, however is the case. People are more likely to 
leave their gold in a market from which they can get it on demand 
than they are in a market that makes difficulties about its with- 
drawal. This is one important difference between the London 
money market and that of any other part of the world. It is 
doubtful whether there will be any advantage in throwing restric- 
tions about the withdrawal of specie from the proposed federated 
bank. That we are able to get gold when we want it goes without 
saying. We are a gold-producing country, and normally export 
gold, yet the figures show a very varied amount of exports and 
imports of specie. 

According to the Department of Commerce land Labor, the total 
imports of gold ore, bullion, and coin from 1902-10 inclusive, was 
707 millions, as against 623 millions exported. This shows that, 
speaking generally, we retained our home product and added to it 
by drawing from foreign countries. Yet, for the year ending June 
30, 1910, according to the Director of the Mint, we imported gold 
in all forms to the amount of 43 millions, and exported it to the 
amount of 114 millions. These figures reveal the fact, well known 
to bankers, that gold is constantly on the move from or into the 
country. We get it as we get other things, by paying for it. We 
attract it as do the Bank of England and other foreign banks, by 
giving a higher rate of interest for it when we borrow it, or by 
selling our goods abroad at lower prices. Gold flows to the market 
where, all things considered, it earns most. 

There is no good ground for the popular theory that we shall lose 
our gold. Gold will reach the bank first by the deposit by cus- 
tomers of checks from the assay offices in return for ore and bullion 
there deposited, and second from importation when we need it. 
As indicated before, there will be no difficulty in getting it. Our 
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own gold production has been running upward of go millions of 
dollars a year since 1906. What we want of this, the Reserve 
Association can keep by offering its owners a higher rate of pay- 
ment for its use than they can get elsewhere. The bank will do 
this if the demand for discounts to create deposits and issue notes 
on the part of its customers justifies it in exacting of them in turn a 
sufficiently high rate. Similarly, we can get gold from other money 
centers by pledging or selling our securities and other goods, 
especially the products of our fields and manufactories. 

It is important that a bank which is to control the specie reserve 
of the country should be able to command gold when it needs it 
and let it go when it does not need it, by having the power to vary 
the rate of discount as occasion requires. Our Reserve Association 
should be able to vary its rate of discount according to the state 
of the money market. 

It is impossible to say beforehand what constitutes a proper 
ratio of specie reserve. Only experience is a safe guide for deter- 
mining such a ratio. The proportion cannot be determined by 
the mere volume of liabilities. The character of the liabilities is 
important in this connection. The amount necessary is different 
according as the liabilities aré demand liabilities or time liabilities; 
according as payments by the bank are largely payments of one 
customer to another; according to the state of internal trade, the 
condition of the foreign exchanges, variations in the volume of 
exports, and a variety of other considerations. 

To the speaker, therefore, it appears that we shall do well to 
adopt the general plan of a national reserve association which shall 
keep the specie reserve of the country, instead of continuing our 
half-hearted system of many reserves, or changing that system into 
its extreme form. ‘The amount of specie reserve to be held against 
deposits should not be fixed by law, but should be left to the judg- 
ment of the managers. A minimum might well be kept against 
notes. The managers should be in part government administrative 
officers, or under the supervision of such officers. With proper 
management and with conditions which will insure that the reserve 
association shall do a commercial and not a financial business; 
that it shall be a bank for the purpose of managing the currency 
of the country and not for promoting the interest of magnates, 
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there will be no difficulty in getting and maintaining at all times 
a reserve of gold sufficient for the business of the country. 

These are the main principles which, in my opinion, should 
govern the management of the specie reserve in a scientifically 
constituted banking system. When we attempt to apply them to 
the conditions of our own country, they must be modified in at least 
one particular. We have a large volume of what is called lawful 
money. ‘There is no good reason why this should not be used as 
part of the reserve of a reserve association. So far as concerns the 
redemption of domestic obligations, whether deposits or notes of 
the reserve association, it will answer every purpose. Of course, 
part of the reserve kept by a federated or central reserve bank must 
be in gold. What proportion of gold should be kept by our pro- 
posed association should be left, in my opinion, to the judgment of 
the managers. 

This whole argument for a one-specie-reserve system presupposes 
an institution organized for commercial business only and not for 
financial promotion. Its discounts, whether for deposit or for 
note issue, should be based on commercial paper exclusively or 
mainly. It is true that there are some other assets nearly as liquid 
as commercial paper, but they are not many. Discounts on other 
kinds of collateral therefore should be extremely limited. What 
the country needs is banking that will regulate the currency, and not 
provide new facilities for speculative bankers and stock gamblers. 
Any plan we adopt must shut them out from all chance of twisting 
it to their purposes. 

There is reason to believe that with our higher banking stand- 
ards; with an aroused public opinion; with an increasing volume 
of foreign trade; with a separation of our financial from our cur- 
rency interests; we can establish an institution which will relieve 
us from the frequent panics that have distressed us in the past 
thirty years and which will give us a more commanding position in 
the trade of the world, while at the same time assuring us a cur- 
rency as universally acceptable as our present national bank note, 
with the added advantages of elasticity and adaptability to our needs. 


Davip KINLEY 
UNIVERSITY OF ILLINOIS 
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SOME POINTS IN OPPOSITION TO THE ALDRICH PLAN’ 


When in January of this year Mr. Aldrich gave out his plan for 
banking reform and invited discussion and criticism, he performed 
an act of heroism in a great cause which entitles him to the thanks 
and admiration of his countrymen. Whether the plan ever becomes 
a law or not, the service done will be of inestimable value. 

No one expects it to become law without opposition. An enemy 
of the plan might keep still and wait for the final report to Congress 
of the Monetary Commission. Its friends are those who state their 
objections now. It is in this latter spirit that I criticize some 
fundamental features of the plan. 

It does not seem to be so well understood as it ought to be that 
the proposed Reserve Association has two distinct functions. One 
is that of a great financial institution carrying on the regular 
business of everyday banking for profit, receiving deposits, loaning 
money, buying and selling exchange, and issuing its own notes. 
The other is that of providing a way by which banks can use their 
united credit in times of danger to meet any emergency, so that 
there need be no fear at such times of either suspension of payments 
or demoralizing contraction of credits. Those two functions have 
little to do with each other. The protective feature which would 
be of greatest use in time of crisis, necessurily lies dormant under 
normal conditions. 

I wish to make it clear at the outset that my criticism is directed 
solely at the functions which the association may perform in normal 
times, and not at the functions which it would be called upon to 
perform in a time of crisis. Those things which are proper and 
necessary to be done in an emergency may be harmful and dangerous 
under normal conditions, and my belief is that the opportunity for 
credit inflation which would be afforded by this plan under normal 
conditions would be not only unnecessary, but dangerous. 

The plan is to concentrate in the Reserve Association the cash 


*A paper read before the Western Economic Society at Chicago, November 11, 
Igri. 
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reserves now held by the banks, and to use this fund as a basis for 
an issue of credit currency which would eventually become our 
principal circulating medium. It would be an association of the 
banks not only for the purpose of mutual protection, but also for 
the purpose of capitalizing and exploiting their combined credit and 
good-will so that it could be loaned to those members of the associa- 
tion who would be willing to pay for it. That the adoption of such 
a plan would lead almost immediately to unexampled prosperity 
and business activity I have no doubt, but would it not be the 
dangerous form of prosperity and activity that always follows 
inflation ? 

Mr. Aldrich says that under this plan banks will be able to 
“replenish their reserves indefinitely.”” This is equivalent to saying 
that banks may expand their loans indefinitely. So long as the 
Reserve Association stands ready at all times to convert commercial 
paper into circulating notes which can be used by the banks to 
purchase more commercial paper, which in turn could be converted 
into circulating notes and so on, it would seem that there would be 
little check on inflation except such self-restraint as each individual 
bank might be able to exercise. 

As an illustration of what could be done with this plan in opera- 
tion: Our largest bank here in Chicago would be entitled to borrow 
fifty millions of dollars from the association in the ordinary course 
of business if it could furnish enough commercial paper having not 
more than twenty-eight days to run. In addition to this, it could 
accept the paper of its customers to the amount of fifteen millions 
which could be sold to the association. That is, this bank would 
have the power of expanding its liabilities sixty-five millions of 
dollars on its own motion, without curtailing its right to call upon 
the association for unlimited credit in an emergency. 

Assuming that the plan was in operation and that all the banks 
in the country that are now eligible became members of the asso- 
ciation, they would at once have the right to borrow from the 
association approximately six billions of dollars, and, in addition 
to this, would have the right to accept the paper of business con- 
cerns to the amount of nearly two billions of dollars. All this 
without contracting in any way their present borrowing facilities. 
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Bear in mind that this sudden addition to the powers of credit 
expansion, amounting to nearly eight billions of dollars, is not 
intended for emergency use only, but as a function to be exercised 
by the association under normal conditions and in the course of 
everyday business. Whenever in the opinion of the managers of 
the association the public interests so require, banks may, in addition 
to all this, discount their direct obligations with the association. 
To this there is no limit whatever. If there are any who think all 
this does not invite overextension of credit, I cannot agree with 
them. 

It is obvious that under present conditions no great harm would 
be done, as the banks do not hold enough paper maturing inside of 
thirty days to make the possibility of inflation serious. The plan, 
however, is designed to create in this country a great discount 
market which does not now exist, and to create an entirely new class 
of commercial paper which does not now exist. The only way such 
paper could get into the Reserve Association would be through the 
banks, and the only way the banks could get it into the Reserve 
Association would be by discounting it. Banks would discount 
such paper with the association simply for the profit there would 
be in it. The great demand that would arise for short-time paper 
would naturally increase the supply. With the co-operation of the 
note brokers, it would be a simple matter to keep a large volume of 
short-time paper turning over in the association. 

When the plan was first published, many leading bankers who 
are now supporting it said there should be some safeguard against 
inflation of credit. If on further study of the plan they have 
found some safeguard that was overlooked at first, they should give 
the rest of us, who are unable to find it, the benefit of their dis- 
coveries. 

Since the plan was made public the Currency Commission of the 
American Bankers’ Association has proposed certain amendments 
which are not intended in any way to check expansion, but rather 
the contrary. Mr. Aldrich in the latest revision of the plan says 
it was deemed necessary ‘‘to provide such effective regulation of 
discounts and note issues as would enable the organization to 
respond promptly at all times to normal or unusual demands for 
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credit or currency without danger of undue expansion or inflation.”’ 
Is this not a self-contradictory statement? How can you respond 
promptly at all times to both normal and unusual demands for 
credit or currency without danger of undue expansion or inflation ? 

The only regulation suggested in the revision is a tax to be paid 
by the association on any deficiency in its reserves or excess in its 
note issues. It is naturally expected that the imposition of the tax 
will raise the discount rate, but the experience in Germany has been 
that the bank rate, established from time to time by the Imperial 
Bank, is governed by general conditions and not by the tax. The 
tax being levied only on the excess of circulation is a very small tax 
on the total amount outstanding, so that the bank can make satis- 
factory profits by loaning money at a less rate than the tax. 

One of the most vital features of the Aldrich plan is that banks 
having a credit on the books of the Reserve Association shall be 
permitted to count that credit as a part of the cash reserve required 
by law, so that under this plan they would need to carry no cash in 
their vaults whatever for reserve purposes. This credit with the 
association would be a second lien on its assets, the vast amount of 
outstanding notes being a first lien. 

When the plan was first put out it was evidently not intended 
to permit banks to count Reserve Association notes as part of their 
cash reserves, but the absurdity of permitting a second lien in 
unavailable form to be counted as reserve and to prohibit its use 
as reserve the moment it becomes a first lien and in available form 
is so obvious that it became necessary to abandon either a vital 
feature of the plan or an established principle of sound finance. 
Between the horns of this dilemma the established principle of 
sound finance seems to have been worsted. 

Most of the essential features of this plan have been copied from 
the German banking system, Germany being the only country of 
the first class where bank-note issues are based on commercial 
paper. This fortunately enables us to study the plan in operation. 

The Imperial Bank of Germany was opened for business in 
1876. It may be worth mentioning parenthetically that the 
German government did not deposit all its gold with the bank, but 
put away one hundred and twenty million marks in gold in the 
Fortress of Spandau, not being willing apparently to take the 
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chance of getting gold from the bank when it might be needed in 
an emergency. The gold is there yet. 

Since the Imperial Bank has been in operation Germany has 
enjoyed an era of industrial expansion and prosperity unequaled in 
history. For some years past, however, symptoms of overexpansion 
have grown more and more acute. Instead of recovering rapidly 
from the crisis of 1907, the situation there has been getting more 
and more out of hand, until today, with a world-wide condition of 
ease in money, the Imperial Bank of Germany is apparently unable 
to cope with the situation. Both the German government and the 
great German banks are borrowing immense sums of money at 
high rates from the despised American banks, and the German 
banks have been obliged to announce a partial suspension of pay- 
ment at the times of quarterly settlement. Those who have been 
allured by the vision of cheap money in the Aldrich plan should 
consider carefully the fact that our banks are today loaning money 
to the great German banks at rates which are higher than they are 
charging at home to ordinary commercial customers. Statistics 
show that for the past ten years interest rates in Germany have 
averaged higher than in either France or England, and that financial 
operations have been conducted there with greater difficulty in 
times of trouble. 

In the discussions of the plan not enough attention, I think, has 
been paid to the interests of the ordinary depositor who is neither 
a banker nor a borrower. He may not take kindly to the plan of 
providing an easy way by which the commercial paper, in which 
his savings have been invested by the banks, can be hypothecated 
with the Reserve Association and thus put beyond his reach in 
case of failure. The bank examiners seem to agree that the greatest 
source of weakness and danger among a certain class of banks is 
their proneness to borrow money in every way possible by hypothe- 
cating their available assets, so that when they fail the depositor 
has to wait a long time for equities to be realized upon before he 
gets anything. 

That there should be a plan, however, to enable banks to use 
their credit when the necessity for it arises is admitted by every- 
body. The idea embodied in the Aldrich plan of combining all the 
banks into local associations for this purpose is ideal, and so clearly 
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in the line of development that it ought to be adopted whether the 
plan as a whole is adopted or not. With the present clearing- 
houses as nuclei, all the banks in the country could be readily united 
into local associations. These associations could be given power 
when necessary to borrow currency from the government with the 
security of commercial paper in the manner provided for in the 
so-called Aldrich-Vreeland law. Such currency should be taxed, 
and as this tax would fall directly on the banks taking it out, the 
currency would be retired when not needed. Such a plan would 
probably meet with little opposition, although many would say 
that it does not go far enough to cure all the defects of our system. 
It would, however, give us all the protection in time of danger that 
the plan under discussion promises, without introducing radical 
and fundamental changes into our commercial system, the results 
of which no one is wise enough to foresee. 

If clearing-house associations were once organized under a 
federal law, a Reserve Association might come in the natural 
process of evolution. However, if we must have the Reserve 
Association, why not make it a combination of the Bank of England 
and the Bank of Germany? Let it be run like the Bank of England 
in normal times, with a solid gold reserve back of its notes, and 
with the power to issue notes against commercial paper only under 
certain restrictions. Credit currency of that sort is needed only in 
emergencies, as our present machinery furnishes all the credit that 
is good for us in normal times. 


ADDENDUM 


Mr. Aldrich in his speech before the Western Economic Society 
on November 11 took occasion to criticize this paper sharply on the 
ground that the proposed tax would be an absolute check on 
inflation. He ridiculed the idea of a six-billion-dollar inflation, as 
he said the tax would become prohibitive long before any undue 
inflation could take place. 

Let us see about this. Let us suppose that the Reserve Associa- 
tion is organized and ready for business. Bank A takes one million 
dollars out of its cash reserve and deposits it with the association 
for its credit. Having the credit with the association it may con- 
tinue to count this million dollars as part of its own cash reserve. 
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Against this one million the Reserve Association may issue from 
one to three million of its own notes. Say it issues one million 
and loans the notes to Bank B. Bank B may count these notes as 
legal reserve and lawfully expand its loans four million dollars on 
the strength of it. The situation in the Reserve Association is 
that the association owes Bank A one million dollars on open 
account and Bank B one million dollars on its notes, making 
demand liabilities of two million dollars against which it holds the 
one million dollars of gold deposited by Bank A, this gold under the 
plan being counted as reserve in all three places. Thus, having its 
demand liabilities covered by a 50 per cent reserve, the Reserve 
Association is subject to no tax whatever. This one million 
dollars under our present system stands as reserve in Bank A for 
four million dollars deposits, or as a basis for four million dollars in 
loans. With the Reserve Association in operation it would serve 
exactly the same purpose in Bank A, and at the same time would 
serve as a reserve for two million dollars of liabilities of the Reserve 
Association and four million dollars of liabilities of Bank B, an 
expansion of six millions of dollars with no tax in operation. 

I am aware that there are those who deny that an addition to 
our reserve money makes a basis for a much larger addition to loans. 
This is simply quarreling with facts. Bank loans and bank deposits 
are interchangeable forms of credit. A loan in one bank becomes 
a deposit in another. The saly limit to the expansion of both is 
the proportion that they must bear to the amount of reserve money 
held by the banks. 

The banks of the country eligible to membership in the pro- 
posed association hold today legal cash reserve, according to Mr. 
Aldrich, of fifteen hundred millions of dollars, and it is claimed that 
about one billion of dollars of this would be deposited with the 
Reserve Association as it could still be counted as reserve cash by 
the depositing banks. Following this through the same process of 
financial juggling described above, we arrive at the result of a six- 
billion-dollar expansion without any tax whatever. These figures 
are based on the assumption that all banks carry 25 per cent cash 
reserves. As a matter of fact, banks outside of reserve cities are 
only required to carry 6 per cent cash reserves, thus being enabled 
to expand their issues sixteen times the amount of their cash 
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reserve instead of four times. Hence the possibilities of expansion 
are much greater than the above figures indicate. 

The assumption that there can be no expansion except what 
would be represented dollar for dollar by Reserve Association notes 
is absurd, and no one knows this better than Mr. Aldrich. We 
need expansion of credit in a crisis to overcome the tendency to 
violent contraction that always appears at such times, and those 
who argue that the proposed Reserve Association would furnish 
just such expansion as we would need will find few to differ with 
them. On the other hand, in times of prosperity and optimism 
when business is “booming,” where is the check? Mr. Aldrich 
says that under his plan “banks may replenish their reserves 
indefinitely’’ and that such regulation of note issues and discounts 
have been provided as will “enable the organization to respond 
promptly at all times to normal or unusual demands for credit or 
currency.” Yet he resents hotly the suggestion that this spells 
inflation. He says: “There is no limit at all on expansion in Eng- 
land or Germany, and in France it is so far in excess of possibilities 
that there might as well be none.” Mr. Aldrich must know that 
the Bank of England cannot issue over ninety million dollars of 
currency without a gold sovereign behind every pound note out- 
standing. Is not this a limit on expansion? It seems to the 
writer that there is a great difference between limiting expansion 
to the amount of gold in the country and limiting it to the amount 
of commercial paper. 

Mr. J. B. Forgan, in his recent New Orleans speech, quoted 
with approval a passage from a speech made by Mr. Perrin of 
Indianapolis containing these words: “It [the Reserve Association] 
would have such vast credit-extending power as to be almost 
beyond belief and certainly far beyond requirements in any panic.” 

Mr. Aldrich in his speech before the Western Economic Society 
said: “Now if it were true that this plan could or might result in 
the extension of six thousand millions of credit, why certainly that 
is a pretty serious claim, it would be a very serious objection to the 
plan.” 

Surely there is something here that needs straightening out. 


E. D. HULBERT 
Curcaco, ILL. 





























A REVIEW OF THE PROPOSED NATIONAL 


RESERVE BANK* 


What are the true functions of the proposed national reserve 
bank? Let us first reason together as to what our true condition is. 
I assert from world-wide comparisons that the independent national- 
banking system is the best the world has ever known. Many state 
banking systems now well regulated are also good. But practically 
everyone admits that our currency issues are excessive and rigid. 
They expand but do not contract. There is no large cash reservoir 
where relief can be had in the day of trouble, that will automatically 
refill again when trouble ceases, to be ready for relief in the next 
emergency. The thing lacking therefore is some method to provide 
in the day of distress when confidence is shaken, extra cash which 
will prevent the cash suspension by banks generally, and which will 
prevent the stoppage of the wheels of commerce, resulting in general 
stagnation of trade and industry. We want relief in abnormal 
periods, but not further inflation or overexpansion of credit in 
normal times. The great problem is, how can this boon best be 
effected ? 

In my judgment the progressive world has solved the problem 
in keeping one great central reservoir of cash, where relief can be 
had in the day of trouble, instead of scattered reserves as under our 
system. In our case every bank holds to its own reserves and 
would do so if enlarged, because self-preservation is the first law 
of nature. Panics are bred, not in the country but in great cities, 
where colossal promotions flourish. When confidence is shaken by 
some great failure, small depositors become frightened and demand 
cash, thus lowering scattered reserves. If these depositors knew 
there was a great reservoir of cash where solvent banks could get 
rediscounts for cash in order to replenish their reserves, it would 
have a marvelously favorable effect, because of the mere knowledge 


* Remarks in discussion before the Western Economic Society, Chicago, Novem- 
ber 11, rort. 
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that “‘you got ’em, Ino want em; you no got ’em, I want ’em.” I 
speak from practical experience and not from theory. 

During panics in Britain in 1847-57 and 1866, the Bank of 
England, when cash payments were generally suspended, through 
its issue department opened up its floodgates of extra cash; the 
governor sent word to the street that all good solvent banks and 
merchants would be accommodated, and history records that in 
the twinkling of an eye the panics were stayed. But it is to be 
noticed that the extra cash issued and the increased loans granted 
were soon retired to prevent a redundancy of currency issues and 
abnormal credit expansion. 

Contrast these relief measures with the calamitous results 
of cash suspension of banks in New York City in 1907, and the 
flashing by wire to the country generally that no cash would be 
paid on balances, thus compelling general cash suspension by 
banks throughout the country. 

I assert that if we had had a great central reserve of cash, where 
solvent New York City banks could have obtained rediscounts for 
cash, general suspension would not have occurred. Further, the 
plunging banks there could have been refused assistance, and thus 
weeded out. The country generally could have gone on the even 
tenor of its way, and the trouble would have been localized in 
New York City. That maxim, promulgated in the celebrated bul- 
lion report of 1810 to the House of Commons, to wit: ‘In the 
presence of a panic it is the duty of the bank to discount freely for 
all solvent parties,” is the keynote to restore confidence. 

Another effective maxim might be added, to wit: Contraction 
must follow to the end that the reservoir may refill ready for the 
next emergency. 

The vital question then is: Would the proposed National 
Reserve Bank accomplish these great ends ? 

In my judgment, as to capital; stockholders, including state 
banks and trust companies; earnings and dividends; executive 
officers, directors, and methods of electing; deposits; disposition 
of United States bonds; general loaning functions for relief meas- 
ures, as enumerated in paragraphs 38 to 42 of the revised plan—in 
most material respects, yes. But as to the loaning functions of the 
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local associations; acceptance privileges to all national banks; 
unnecessary branches; reserves of the National Reserve Associa- 
tion; and easy methods of note issues—in most respects, no. 

As to the loaning functions of the local associations, permit 
the following diagnosis: 

With reference to the several methods of obtaining rediscounts 
by member banks at the National Reserve Bank, even Mr. George 
M. Reynolds openly said in an address before the Texas State 
Bankers’ Association: ‘‘To my mind these provisions for the 
extension of credit are ample to meet all the reasonable requirements 
of business.” I think there is not a shadow of doubt that these 
facilities would prevent cash suspension by banks in the United 
States. If so, then of what use are hundreds of separate local 
associations of banks with not less than $5,000,000 combined capital 
and surplus, with a board of directors (number not stated) presum- 
ably from different sections, in constant attendance to pass on and 
guarantee paper, not necessarily with collateral, offered for dis- 
count at a branch of the association by members of such local 
associations? Butit is still further provided that such banks 
receiving a guaranty shall pay a commisson to be fixed by the board 
of directors, and that in case of loss the members shall share it 
proportionally to capital, etc. Under such conditions, where 
capital is at all abundant and where banks can obtain rediscounts 
with their city correspondents, or with the reserve bank, as here- 
tofore stated, would not these many boards be practically useless ? 
Under normal conditions banks generally are not going to pay a 
commission on rediscounts, and then to stand for losses that may 
accrue through others’ blunders or through the plunging methods 
of a local association board. The very banks that ought to be 
denied the right would be the ones to exercise it. If so, I ask in 
all fairness, is it practical, logical, or just to saddle losses by com- 
pulsion on the many conservative banks which never ask for such 
rediscounts, instead of where they belong, upon the National 
Reserve Bank which discounts the paper? However, as a sec- 
ondary emergency measure through the city clearing-houses only, 
somewhat as stated in paragraphs 31-33 of the revised Aldrich 
currency system, the device would be practical and might possibly 
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be called into use. But further, subscribing banks must join a 
local association and cannot get out. I am convinced that for 
these reasons many conservative bankers would respectfully 
decline to take stock in the Reserve Bank, unless these functions 
are materially altered to remove objectionable features. To my 
mind this part of the machinery, except as it works through regular 
clearing-houses on lines similar to the Aldrich-Vreeland Bill, 
should be cut out. The proposition is unparalleled anywhere. 

As to giving all national banks the right to accept customers’ 
time drafts on them—even with security—I firmly believe that this 
is a dangerous proposition. It is brokerage, not legitimate banking. 
Any thought that live, legitimate paper, secured by bills of lading, 
etc., is not now promptly cared for under normal conditions, and 
will not be under abnormal, if we have a national reserve bank, is 
too remote for argument. Consequently the sophistical preach- 
ments that we can create a discount market by manufacturing 
additional liquid paper with which to employ idle funds, to any 
thoughtful mind seems amazing. I assert, additional legitimate 
liquid paper can only come from our enlarged trade and com- 
merce. We must not forget that it is relief in the day of trouble 
we seek, not further expansion of our credit in normal times. 
Therefore let us ponder these pertinent questions. 

With 15,000 millions of dollars of deposits in the banks of the 
United States; with a monumental pyramid of credit-expansion; 
with opportunities for rediscounts by banks generally through their 
reserve correspondents not abridged in the least; with enlarged 
opportunities to rediscount at the National Reserve Bank, as here- 
tofore noted; if conservatism is to be our watchword, how can we 
consent to allow national banks generaliy to loan to their limit of 
assets; then rediscount as heretofore noted; then loan their 
credit, by accepting customers’ drafts on them, even if secured 
on the rubbery expression of “commercial paper”; then permit 
those customers to peddle such paper at their pleasure? The very 
banks that ought not to do it would be the very ones to go to the 
limit. 

These methods simply pyramid credit on credit and such 
extremes are entirely unnecessary and indefensible. All economic 
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history teems with warnings against overexpansion of credit. I 
do not wish to go on record as absolutely against it. But permit 
the suggestion that, if acceptance privileges are to be granted to 
banks at all, the practice, as in London, should be confined to 
dealings with strong acceptance or discount houses making it their 
business. Picayune acceptances have no public market. 

Personal inquiry as to the practice was made in a city of 40,000 
in Scotland. Listen to the answer of several branch bank managers: 
“The system is mot used in Scotland. They [the banks] use the 
ordinary system of bills (loans) or discounts, and of overdrafts, 
secured, but do mot loan the credit of the bank otherwise.” I 
assert, the campaign to carry out the idea here is greatly mis- 
leading, and to allow our banks generally to adopt this policy is, 
as a conservative measure, simply unthinkable. 

Further, in Europe enlightening literature shows conclusively 
that the great bulk of the acceptances are upon drafts drawn on 
account of international trade with bills of lading or, to a much 
smaller degree, with ‘‘marketable securities”’ as collateral. Accept- 
ances “without collateral’? cut comparatively a small figure. 
When we consider that Great Britain, France, and Germany are 
creditor nations for probably 20,000 million dollars, portions 
of which sum are continually being repaid; when we consider that 
the foreign trade of Great Britain, France, and Germany is 10,500 
millions of dollars annually, as against one-third of that amount, 
or 3,500 millions here; and when we consider that nearly all of 
this live, paid-at-maturity paper seeks the lowest international 
money-market rate, is it any wonder that the great European 
banks hold vast quantities of quick, liquid assets that, at present, 
in our developing state we cannot command ? 

Here is a part of the meat in our cocoanut. Let us bend our 
energies to building up an international banking business, by throw- 
ing out our emissaries to the ends of the earth; build up our mer- 
chant marine by subsidy, if necessary, as so-called free-trade 
nations do, that direct connections be made with foreign ports 
instead of largely through London; so enlarge our foreign trade 
that drafts accompanied by bills of lading will become plentiful; 
forge ahead in our successful race to become the leading creditor 
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nation, and show to the world that New York City, like London, 
is the world’s market for gold at all times. Then, and not till 
then, shall we have the quick, liquid paper we seek. Easy methods 
of further internal credit-expansion would aggravate, not relieve, 
the disease. 

That word “acceptance”’ has, I fear, misled many to think it 
has a miraculous power to oil the wheels of commerce. Let us 
see. A accepts a draft drawn by B, and C discounts it. That is 
an “acceptance.” Again, B gives a note, A indorses it, and C 
discounts it. Thatisa“‘loan.” The liability of A and B is exactly 
alike in both cases. 

The revised Aldrich plan calls for 15 branches. Further, “the 
districts may be readjusted from time to time, and new districts 
and new branches may be created by the directors.” 

Therefore, the directors have unlimited powers to create as 
many branches as they see fit. Andrew Jackson, in 1836, killed 
the second United States Bank because it entered into competition 
with the other banks. His act was iustifiable. I am firmly con- 
vinced that danger threatens the existing fabric of independent 
banks from the moment such a law is enacted. One eminent 
branch bank advocate lately declared he was in favor of this plan 
“because it was the next best thing to branch banking.’’ 

Why are fifteen or any number of branches needed? If these 
branches are to do much business, then they must have very expen- 
sive outfits; and able management cannot be inexpensive. If they 
do a large business, do they not enter into competition and tend 
to monopolize the present business of the reserve city banks? If 
they do a small business, they are expensive and useless appendages. 

It does not seem to be a proper function of the National Reserve 
Association to take part of the cash reserves of the stockholder 
banks of the country, and then through its branches with that cash 
to enter into competition for loans with those same stockholders. 
It is not its mission to rediscount to any large extent for banks 
in normal periods, as that would simply spell monopoly, would 
empty the cash reservoir against the day of trouble, and would be 
a colossal undertaking in this vast country. Large profits are not 
its aim. Its true mission is to hold our reserves, to allay distress 
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in the day of pressure, and none other. Banks that in normal 
times cannot stand practically on their own resources are like pam- 
pered weaklings—useless as nation-builders. 

The Waukesha National Bank keeps accounts drawing interest 
in Milwaukee, Chicago, and New York banks. I ask in all fair- 
ness if our bank, in normal times, needs a rediscount; and, as 
these regular correspondents know whether or not we are entitled 
to it better than any branch of the Reserve Bank can know, why 
should we not rediscount with them? Further, why should we . 
deposit, with the Reserve Bank, part of our reserve cash, without 
interest, then dissipate that same reserve -through rediscounting ? 
The very object sought would be defeated. It is also unfair, and 
tends toward a monopoly that sooner or later a second Andrew 
Jackson will throttle. I stand for the preservation of the inde- 
pendent banking system of the United States, which has done 
wonders in upbuilding the nation, and I also stand against monopo- 
listic branches in any form. As the United States subtreasuries 
are not abolished, permit them to retain sufficient cash on hand to 
cover probable cash transfers, as is now done for banks. When this 
is done the last argument for branches is gone. 

If we are ever to win the world’s financial center for New York, 
we must never allow a Reserve National Bank to hold, as reserve, 
anything but the world’s standard gold, or equivalent gold certifi- 
cates. Under the proposed plan it can hold, as reserve, 550 mil- 
lions of silver and 346 millions of legal-tender paper. As the 
United States deposits its funds in the National Reserve Bank, 
and as its bonds, legal tenders, etc., are payable in gold, all obli- 
gations of the Reserve Bank should unequivocally be payable in 
the world’s acknowledged standard, or otherwise only at the 
option of the holder thereof. Further, if, as proposed, we allow 
national banks to hold National Reserve Bank notes as reserve, 
will not gold according to Gresham’s Law naturally flow out 
of the country, thus undermining the best known metallic foun- 
dation for our great superstructure of credit? We cannot too 
earnestly ponder this momentous question: As the Reserve Bank 
can issue the vast sum of $900,000,000 of untaxed notes, and 
$300,000,000 additional, taxed at only 13 per cent; and, as it is 
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subject to a small tax of 13 per cent on reserves falling below 50 
per cent of deposits and outstanding notes, first deducting half of 
the United States bonds held, clearly would not inflation and over- 
expansion of credit take place before any tax on deficient reserves 
began to operate? Moreover, there is no provision to retire the 
notes when the United States bonds are sold or retired. The 
National Reserve Bank can issue $1,200,000,000 of uncovered 
currency, slightly taxed. Then follows extra currency taxed at 5 
per cent. Herein alone lies the desired flexibility. By contrast 
the Bank of England can issue only $90,000,000 untaxed, and 
a sovereign of gold must cover every pound note in excess thereof. 
The Bank of France lately averages about $1,000,000,000 of notes 
outstanding, with about 80 per cent of coin behind them. The 
Imperial Bank of Germany can issue but $112,000,000 of un- 
covered untaxed notes, and all in excess must pay 5 per cent per 
annum tax. The permissible currency, uncovered by gold, under 
the Aldrich plan, is probably greater than the whole uncovered cur- 
rency in the twenty great central banks of all Europe combined. 
In a land where capital is abundant, the issuing of currency not 
largely covered with gold is unjustifiable. As Professor Sumner 
declares, it is fictitious or coined credit, and in normal times should 
be limited. It is justifiable in abnormal periods of stress, but must 
be subject to a sufficient penalty to come out as a relief measure, 
and then to retire when trouble ceases, if inflation and overex- 
pansion are to be avoided. This is the crux of the whole problem. 

Therefore, give us a National Reserve Bank that will not 
dissipate our reserves on loans, that aid may be vouchsafed in the 
day of trouble, and thus prevent cash suspension by banks, and the 
train of resulting evils. Give us a bank that under no circum- 
stances will undermine our independent banking system, or serve 
to inflate either currency or credit. If this cannot be accomplished, 
perfect the Aldrich-Vreeland Bill, which now is sufficiently effective 
to accomplish this great end, without the evils herewith enumer- 
ated. The only objection to it is, it is not automatic in its 
operation. 


ANDREW JAY FRAME 
WAUKESHA, WIS. 




















THE ALDRICH PLAN: A POSSIBLE MONETARY 
GERRYMANDER’ 


With a gathering such as this it is unnecessary to take much 
time in the preliminary presentation of a currency argument because 
most of us understand pretty well the failings. of our present 
system. But because of the different ways of phrasing the trouble 
and because I want to establish a premise upon which to work I 
must take a little time to place before you my understanding of 
the economic cause of the failure of our present banking machinery. 
This is more necessary because I believe that any speaker for the 
negative does only half his work when he tears down the ideas of 
the supporter of any question, leaving only a mass of antagonistic 
argument without any suggested reconstruction. 

Under our present system by far the greatest part of our circu- 
lating medium is no longer a government promise to pay—a 
hand-to-hand, hard money. About go per cent of our business is 
transacted by a comparatively new money, check transfer of bank 
credit. The volume of this new money is very elastic and the 
clearing-house reports show how closely it fluctuates in accord 
with business activity, or the money demand. Therefore we may 
justly claim that about 90 per cent of our circulating money is 
already almost ideally elastic. 

If we analyze the combined statement of our whole banking 
system we see at once that two items bear a distinct relation to 
each other: the loans, on the asset side, and the deposits, on the 
liability side. This is the endless chain of our banking machinery. 
Loans made, in the whole scheme, create deposits; and the expan- 
sion or contraction of one is followed by an expansion or con- 
traction of the other. Now the important thing to remember in 
this connection is that when a bank, a group of banks, or a whole 
banking system comes before us for its last analysis, we find that a 
demand liability has been created in exchange for a comparatively 


1 A paper read before the Western Economic Association at Chicago, November 
II, IgII. 
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long-time asset. The depositors have been given a right to demand 
an immediate cash payment in return for which they, as a body, 
have given the banks their paper maturing in thirty, sixty, or 
ninety days, or even longer maturities. Any student of commercial 
credit in analyzing any statement knows that there must be a 
reasonable ratio between quick liabilities and quick assets. In his 
world, thirty-, sixty-, or ninety-day paper is a quick asset, if good; 
but who would dare call it quick as compared to the immediate 
needs of a bank for currency during financial panic ? While the vast 
number of bank depositors are content to use checks in their 
business operations most of the time, there come times of doubt 
when these same depositors revert to a desire for government 
money. They want the hard cash. This unrest is due to an 
undefined and indefinite doubt as to the ability of the banks to 
make cash payments as freely as demanded. Fortunately this 
dread is not generally long lived, and when they become con- 
vinced that they can really get a hard-cash money freely their 
desire for the same ordinarily abates. 

Now what this system of ours needs is some equalizing mechan- 
ism that will tend to restore the monetary balance between quick 
assets and quick liabilities in time of stress. What we really want 
is some way of using the comparatively long-time assets of our 
banking system by some elastic temporary transfer into a hand- 
to-hand bearer money of unquestioned value and acceptability. 
The need for some method of accomplishing this is what first 
prompted the Aldrich-Vreeland Bill and then resulted in the 
creation of the National Monetary Commission; and if this can 
be brought about we shall need little else to alleviate our monetary 
crop-moving stringencies or panic conditions due at present to the 
inability of our banks to supply a hand-to-hand money at times of 
extraordinary demand. 

Almost all students of finance are agreed that there must be 
some central source from which this elasticity may be secured. 
The central-bank plan has time and again been advanced as the 
scientific solution of the difficulty. But the people of this country 
rightly demand that any such plan must first provide clearly three 
things: First, this central mechanism must be absolutely beyond 
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the control of selfish financial interests. Second, every part of the 
country must receive impartial assistance in time of financial 
stress. Third, it must be clearly shown that the mechanism of the 
plan is so designed that it will develop automatically with the 
changing economic conditions of the country entirely independent 
of any prearranged board of control. 

Now, with this in mind (and I think you will agree with me 
that this premise is a safe one to stand on), I wish to analyze two 
features of the plan of Mr. Aldrich that in my opinion do not 
measure up to the standard that should be rigidly required of any 
plan so vastly different from what we now have. These particular 
features are those referring to the fifteen districts and the directors 
of the Reserve Association. In the original plan fifteen districts 
were mentioned and no provision was made for any change to 
accommodate the country’s economic growth. This has been 
remedied to a certain extent by arranging to allow the directors 
to increase the number of districts. But no mention is made of 
where the original fifteen districts will be or how they will be 
selected. We have only one thing to guide us in estimating what 
these districts may be and that is the logical analysis of the rest of 
the plan. All through this scheme we find that directors of local 
associations and the district associations and the central associa- 
tion are elected in two ways, one senatorial and the other repre- 
sentative. This representative plan is so prominent throughout 
the bill that we must perforce believe that each district must contain 
about the same amount of bank capital in order to have the banks 
fairly represented on the central board. 

Senate document No. 225, for the Sixty-first Congress, second 
session, being a set of charts issued by the monetary commission, 
gives on p. 17 the total capital of all banks reporting as of April 
28, 1909, as $1,793,984,325.00. I use these figures because it is 
presumably from these statistics that Senator Aldrich formulated 
his report. If we are correct, then, in our logic, each district must 
contain at first one-fifteenth of the total bank capital, which 
would be $119,598,955. We may then use $119,500,000 as a unit 
in attempting to ascertain the general disposition of the fifteen 
districts. 
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In its charts of banking conditions the commission has used six 
main divisions of the country; namely, New England, eastern 
states, southern states, middle western states, western states, and 
Pacific states. In round figures the total banking capital of this 
country is divided among these groups about as follows: 


eee nr rere $138,400,000 
Ee ery ree 581,370,000 
Southern states................. 297,137,000 
Middle western states............ 509,622,000 
Western states.................. 118,075,000 
EE reer ers 149,279,000 


Now if we apply to this our district unit of measure $119,500,000, 
we shall ascertain how many districts should logically be in each of 
the foregoing geographical divisions of the country. This would 
result in the following: 


TC eT ee ee 1 district 
ee eee 5 districts 
BOUEMOP SERUES. 5 wc ook onc cecese 3 districts 
Middle western states.............. 4 districts 
a a ee reer 1 district 
DN IN oo omar chon ct heeds 1 district 


With this as the logical districting in mind I now wish to turn 
to that part of the plan relating to the directors of the Reserve 
Association. Here we find first six ex-officio members who are not 
directly regulated by the district plan. Second, in Section 15, we 
find an additional fifteen directors, one from each district on the 
senatorial basis. This would result in the various divisions having 
directors as follows: 


IN 9535.05.45 sc nokndc eeeenemaaes I 
I IINOD. Neds dce ded ccind pas cceslaseiins 5 
PN IN 65 ocaix pin accinceaintew'neeitindlormiues 3 
Middle western states. .................... 4 
II 5 5 uirediscw nec radinddaceedsas I 
I I sites a aris sare eek rh wieeandieleeumtlerwale I 

oO te TE OT ee eR eo 15 


The third subdivision of this general article, Section 16 of the 
bill, calls for twelve additional directors elected by voting representa- 
tives of the various districts, each representative casting a number 
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of votes equal to the number of shares in the National Reserve 
Association held by the banks in his district. As the number of 
shares held by any bank is in direct proportion to its capital stock, 
a comparison of the stock in the various geographic divisions 
already mentioned will show their proportionate vote and the 
percentage of these twelve directors that would be elected from 
that part of the country. We must of course adjust the fractions, 
and the following table represents the percentage of capital in one 
section to the whole country’s capital, and the number of directors 
that would be elected under this section of the bill from the geo- 
graphic sections of the country. 











Percentage No. of 
of Capital | Directors 
I 2 x dcie win xco cen acca cease 8 I 
PE ORI Re 32 4 
NG es Si vise ksesaatasevenees 17 2 
Middle western states. ... 2... ..cccsceeee 28 3 
| I eR re ree S 7 I 
I IN 6 coars b a eicchiosbiicze wc eee.a'e oteco nlass 8 I 
| ROAR err Pant arin y werner tr re ern 100 12 











The fourth division of this article, Section 17 of the bill, calls 
for an additional twelve directors elected by the board so far 
provided for. It is fair to presume that in this selection the 
ordinary laws of nature will work out and that of these twelve to 
be elected the proportion from the various sections of the country 
will be about the same as that represented by the members already 
elected. The following table gives the number of directors elected 
under Sections 15 and 16, the percentage of directors already 








No. of 
Elected i 
under Percentage Probable 
Sections So Far under Sec- 


15 and 16 tion 17 





New England 
Eastern states 
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elected, and the number of directors that would logically come from 
the various geographic sections of the country under Section 17, 
now under consideration. 

A combination of these tables will show that the board would 
be made up of directors in the following proportion from the 
various geographic divisions of the country: 

New England 
Eastern states 
Southern states 
Middle western states 
Western states 
Pacific states 


Total for board 

Now the main objection, in the minds of the people, against 
any central bank, has been due to fear of a control of the direction 
and policy of that bank by one class of business interest. The 
people are afraid that the speculative interests of the money centers 
and of New York in particular will be able to dominate any central 
organization. The very elaborate organization plan of Senator 
Aldrich has been very widely advertised as a sure preventive of 
this condition. The analysis just made indicates, if there is any 
weight to be attached to a logical analysis of his plan, that one- 
third of the elected directors must at first come from the eastern 
states. The second monetary center of the country lies in the 
Middle West and the speculative interests have nearly as complete 
a control here as they have in New York. The eastern and middle 
western states have a clear majority of the board of directors and 
we may rest assured that they would use every bit of latitude 
allowed them to direct the power of this central bankers’ bank, for 
that is in truth all Senator Aldrich’s Central Reserve Association 
is, so as to serve the interests of their invested capital. 

Now it is quite possible, indeed the revised suggestions indicate 
that it is very probable, that the districts will not be designated 
exactly as supposed in the foregoing argument. This indication 
lies in Section 18 which states: ‘Not more than three of the 
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directors elected under paragraphs 16 and 17 shall be chosen from 
one district.” This refers to the twenty-seven directors chosen on 
the stock-representative basis, and was not in the original bill. 
It would seem to me to be put in so as to insure the impossibility 
of the stock-representative votes of the monetary centers losing 
their weight. You can see that it is no longer necessary to have 
the actual districts located in or touching the monetary centers, 
as it is clearly stated that three directors can be elected from one 
district, a thing which by the ambiguity of the first phrasing was 
tacitly understood to be impossible. 

Now the main plea of the commission has been to keep the 
consideration of this question on a non-partisan, unpolitical basis. 
To do this, when the time for political activity and election comes, 
we must have an absolutely non-partisan and unpolitical measure 
for the people’s consideration—a measure that neither party need 
fear and both can support. I am afraid that the plan under con- 
sideration will be considered as an attempt to concentrate the 
whole banking reserve of the country and place it under the direc- 
tion of a comparatively small board of control. The movement of 
public sentiment in this country is at present absolutely set against 
any centralization of power in any industry and will surely be set 
against any centralization of financial power. 

After this you have a right to ask me if we can suggest to the 
people a non-partisan, unpolitical, unconcentrated plan. I firmly 
believe we can suggest such a plan, and one that we have tried and 
found workable. So far this country has developed its currency 
scheme by a system of compromises until we have the hodge-podge, 
inelastic money of today. But this very condition has helped 
develop our wonderfully elastic check currency. This is our chief 
medium of exchange, and over it we have developed a most perfect 
system of control—the local clearing-house. Why do we need to 
go farther than the panic of 1907 to find a way of meeting and 
preventing stringency and monetary panic? Surely there can be 
no question that the potential power of our clearing-house system, 
used at that time—used illegally perhaps, but used in a thoroughly 
American manner—solved the question of monetizing our assets for a 
time long enough to satisfy the public and calm the panic conditions. 
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Now I believe we should not look the gift horse in the face and 
turn away. I believe we have developed a machinery to suit our 
needs which, with a little adapting and organizing, can be made an 
instrument thoroughly well suited to our needs and absolutely 
beyond any possibility of sectional, capitalistic, or political control. 
I do not believe it is necessary or advisable to build up some 
entirely new machine with none of its joints tested, even if England, 
France, and Germany use a somewhat similar thing. I believe 
our system has developed our own remedy and that it stands ready 
to our hand waiting adoption. Of course it needs some develop- 
ment and adaptation. I wish I had time to explain how simply 


this could be accomplished. 


ALEXANDER WALL 
MILWAUKEE, WIs. 




















AMERICAN RAILWAY RELIEF FUNDS 


I. HOSPITAL DEPARTMENTS NOT USING THE RELEASE 
CONTRACT 


I 


The purpose of the present article is to discuss some of the 
social and economic aspects of the hospital and relief departments 
organized by American railroads for the care of sick and injured 
employees. 

Railroads operating in the United States may with reference to 
the character of their relief organizations be divided into three 
groups. The railroads of the first group have organized no relief 
departments or funds for the benefit of their employees. They 
employ surgeons and hospitals and treat their men for occupational 
injuries, paying all bills for such treatment without seeking reim- 
bursement from the men. The roads of the second group have 
introduced relief departments of their own, but do not require 
their men, in consideration of special relief provided, to sign con- 
tracts releasing the company from further liability for damages. 
The third group comprises railroads which have added to the 
original and limited scope of the relief department a comprehensive 
scheme of indemnity for all forms of disability based largely upon a 
formal contract between employer and employee releasing the 
former from claims for damage through injury inflicted on the 
latter while at work. Technical legal phases at once develop in 
connection with this “release contract,”’ and it appears best on that 
account to refer only incidentally at this time to these more com- 
plex organizations, reserving their more thorough consideration 
for a separate paper." 


Group 1: Chicago & Northwestern; Great Northern; Louisville & Nashville; 
New York Central; Michigan Central; Lake Shore & Michigan Southern; Lake Erie 
& Western; Chicago, Cleveland, Cincinnati & St. Louis; Boston & Maine; Seaboard 
Air Line; Chicago & Alton; Nickel Plate; Delaware, Lackawanna & Western; 
Central R.R. of Georgia; Minneapolis, St. Paul & Sault Ste. Marie (Canadian Pacific) ; 
Chicago, Milwaukee & St. Paul (eastern lines); Chicago Great Western; Monon 
Route (Chicago, Indianapolis & Louisville); Grand Trunk; Maine Central; New 
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II 


Many American railroads have organized their surgical service 
into hospital and relief departments, and have added to the duties 
of that service the care of employees who are sick or disabled from 
causes not incidental to duty. The data from which this article 
has been constructed were derived from a study of the relief systems 
of the following railroads: 

Northern Pacific R.R. Co.—‘The Northern Pacific Beneficial 
Association,” organized in 1882; ‘‘membership voluntary”;’ is 
not incorporated, but operates under a constitution and by-laws. 
Managed by a board of managers: 10 elected by the men and 
9 appointed by the general manager. 

Southern Pacific R.R. Co.— Hospital Department’; member- 
ship obligatory; not incorporated; no board of managers. A trust 
fund managed by the company. Men have no voice in management. 

Union Pacific R.R. Co.—‘Union Pacific Hospital Fund,” 
established 1905; not incorporated; no board of managers. Fund 
managed by the company. Membership obligatory. Men have 
no voice. 

Wabash R.R. Co.—‘The Wabash Employees Hospital Associa- 


York, New Haven & Hartford; Southern Railway; Erie—23 roads. Until June 1, 
1911, the Illinois Central and Yazoo & Mississippi Valley railroads were among this 
number, but on that date these two roads followed the lead of the other Harriman 
lines and established the Illinois Central Hospital Department. For an account of 
the method formerly followed by the Illinois Central and Yazoo & Mississippi Valley 
railroads, see Journal of the American Medical Association, November 12, 1910. 

Group 2: Northern Pacific; Southern Pacific; Union Pacific; Wabash; Illinois 
Central and Yazoo & Mississippi Valley; Missouri Pacific and St. Louis, Iron Mountain 
& Southern; Atchison, Topeka and Sante Fe; Chicago, Milwaukee & St. Paul 
(western lines); Chesapeake & Ohio; Denver & Rio Grande; Frisco System; Chicago 
& Eastern Illinois—14 roads. 

Group 3: Baltimore & Ohio; Pennsylvania Lines; Chicago, Burlington & 
Quincy; Philadelphia & Reading; Atlantic Coast Lines (Plant System); Lehigh 
Valley—6 roads. 

The writer does not claim that these lists are complete, merely that they are 
representative. 


* So says the secretary of the association in response to a letter of inquiry; but 
the Northern Pacific Beneficial Association by-laws (Art. 1.) say, “‘All persons who 
accept service in the employ of the Northern Pacific R.R. or the Northern Pacific 
Beneficial Association shall from that date be considered members.” 
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tion,” organized June 1, 1884. No charter or incorporation. Board 
of trustees designated by company. Membership “voluntary.” 

Illinois Central R.R. Co.; Yazoo & Mississippi Valley R.R. Co.— 
“Hospital Department,” established 1911; not incorporated; 
membership ‘“‘voluntary.” Fund managed by the company. No 
board; men have no voice in management. A separate organiza- 
tion from the following: 

Illinois Central R.R. Co.— Illinois Central R.R. Hospital Asso- 
ciation” incorporated, operating over the Louisville, Nashville & 
Tennessee divisions of the Illinois Central R.R.; originally incor- 
porated under the laws of Kentucky as the Chesapeake & Ohio 
Southwestern Hospital Association, but the name was changed 
when the Illinois Central R.R. purchased the Chesapeake & Ohio 
Southwestern R.R. Management is vested in a board of 13 
directors of whom 8 are permanent and are officers or department 
heads, and 5 are elected by the 8 “to represent as nearly as possible 
the employees.” The chief surgeon of the Illinois Central R.R. 
is not an officer or member of the association, but he appoints and 
fixes the salaries of all the surgeons and assistant surgeons, except 
the assistant chief surgeon, who is a permanent officer and member 
of the board of directors. 

Atchison Topeka & Santa Fe R.R. Co.—‘‘Atchison Topeka & 
Santa Fe Hospital Association,” incorporated 1891. Board of 
Trustees either officers of the company or appointed by the presi- 
dent of the company. Officers elected by trustees. Men have no 
voice in the board. Membership obligatory. 

Missouri Pacific R.R. Co.; St. Louis, Iron Mountain & Southern 
R.R. Co.— Missouri Pacific—Iron Mountain Ry. Hospital Depart- 
ment,” incorporated 1891. Board of trustees either officers of the 
company or appointed by the president of the company. Officers 
elected by trustees. Men have no voice in the board. Member- 
ship obligatory. 

St. Louis & San Francisco R.R. (Frisco System).—“ Employees’ 
Hospital Association of the Frisco Line,”* chartered 1898. Mem- 

* The insurance plan of the Chicago & Eastern Illinois R.R. can hardly be classi- 


fied under Group 2 or 3, and is therefore considered separately as follows: 
Chicago & Eastern Illinois R.R. (Frisco System).—Although not maintaining 
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bership obligatory. Five trustees: general manager, general 
solicitor, superintendent of transportation, and two others ap- 
pointed by the general manager. The company contributes $500 
per year as its assessment. 

Chicago, Milwaukee & St. Paul R.R.—‘‘ Milwaukee Hospital 
Association,”’ not incorporated, established 1908, only for lines in 
South Dakota, Idaho, Washington, and Montana. Membership 
obligatory. No board, and men have no voice. Association 
organized by and under control of the chief surgeon of the Chicago, 
Milwaukee & St. Paul R.R. Co. The company is said to contrib- 
ute about 10 per cent toward the expense of administration. 

Chesapeake & Ohio R.R. Co.—‘Chesapeake & Ohio Hospital 
Association,”’ not incorporated, established 1897. Operated by a 
board of governors, 6 of whom are officers of the company or depart- 


any hospital and relief department, this short line of less than 1,000 miles has had in 
successful operation since 1893 an organized plan of compulsory insurance protecting 
the employees of its operating departments against privation through service acci- 
dents, sunstroke, burns, and freezing. There is no release contract and any employee 
may use his insurance money to sue the road. The company issues a policy, pays the 
expenses of management, guarantees the fund, and furnishes and pays its own surgical 
staff. The fund is kept up by assessments, and a deficit, which occurs annually, is 
met by the company. The fund is expended for benefits and hospital expenses, and 
burial expenses up to $100. The benefits are one-half the monthly pay, as scheduled 
in the insurance application, and are continued for 50 weeks. Death benefits are 
half the scheduled wage for one year less amounts already paid, but benefits must not 
aggregate more than $1,000. 

Engineers, firemen, and shopmen are assessed 1 per cent (this rate is too low for 
shopmen); passenger conductors and brakemen, 4 per cent; freight conductors, 
brakemen, and switchmen, 2 per cent. 

A brief statement of operations follows: 

Collected from men 1902-3 $22,254.13 
Benefits paid to men 1902-3 
Deficit made up by company 


Collected 1903-4 
Benefits paid i903-4 


Deficit made up by company 4,591.75 


Collected 1904-5 32,439.75 
Benefits paid 1904-5 36,533.07 


Deficit by company 1904-5 


Deficit by company 1905-6 (The Company reduced the deficit by 
removing certain causes of accident) 


It is hard to know just where to classify this unique system of protection. Of 
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ment heads, and 7 elected by the men. The company owns the 
two hospitals and pays half the chief surgeon’s salary. Member- 
ship is obligatory. 

Denver & Rio Grande R.R. Co.—‘‘Denver & Rio Grande R.R. 
Co.’s Relief Association,” incorporated 1888. Membership invol- 
untary. Eleven trustees: 5 appointed by the general manager, 
6 elected by the men. Executive committee of 5. The chief 
surgeon of the road is chief surgeon and manager of the association. 
No annual siatemeni published. 

These departments are ‘‘of the nature of co-operative benefit 
and relief associations supported by trust funds raised by monthly 
contributions.” They are practically non-existent except as depart- 
ments of the companies which call them into existence. This is 
especially true where the departments are not incorporated, in 


course it saves largely for the company in half-pay and donations for injuries for which 
it is plainly not liable; but the company contributes a very respectable sum to manage 
and balance the fund, pays all doctors’ bills, and exacts no anticipatory release for 
injuries for which it may be liable. Hence the fund promotes considerable good 
feeling and acts as a strong deterrent against litigation. On the other hand, the men 
are not dependent on the company for any charity during disability. The system 
differs from all the other systems in Groups 2 and 3 in the following points; each 
constituting a distinct advance over the more conventional method: 

1. Although the fund is obligatory and managed entirely by the company, it 
cares only for occupational injuries and does not intrude itself selfishly into the field 
of sickness maintenance as do the companies of Groups 2 and 3—it escapes the charge 
of paternalism. 

2. The company exercises an unusual forbearance in refusing to exact a release 
contract. It furnishes as much legitimate assistance without the release as the 
companies in Group 3 furnish with it. 

3. The company does not saddle the fund with the maintenance of the surgical 
department, as is the case with the Harriman lines and others in Group 2. 

4. There is no building up of a large surplus as a fund to replace the company’s 
guaranty. On the contrary, the assessments are so low that the company is forced, 
in addition to paying management and surgical expenses, either to make up an 
annual deficit or to reduce the causes of accident. Both of these alternatives result 
advantageously to the men, and are no more than really should be expected of any 
company. 

Accepting current ethical standards for the purpose of practical criticism, it 
would be hard to say where this admirable method of meeting the immediate needs 
of the injured workman could be improved on—the method is compulsory, gives him 
surgical attendance and maintenance for self and family without taxing his self-respect, 
and leaves the way open for redress through the courts if his injury occurs through 
other negligence than his own. 
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which case the association is legally non-existent, and suits for 
damages on account of malpractice, etc., must be brought either 
against individual employees or against the company. Even 
where the association is incorporated, the courts of the Middle 
West have held, in spite of strong contention of the railroads to 
the contrary, that the department is merely the creature and agent 
of the parent corporation, and that the latter is still liable unless 
a tangible and independently separate existence can be shown, 
which is rarely the case. Thus in J.C. R.R. v. Buchanan, 88 
S.W. Rep., 312, and Ky. Court of Appeals, 103 S.W. Rep., 272, 
the court held that the association was merely the agent of the 
company. In another case (Phillips v. St. L. & S.F. R.R., 111 
S.W. Rep., 109, Mo. Supreme Court) .the court held also that 
negligence of the agent was negligence of the company, and that 
the association and the railroad were liable coequally. A case 
involving somewhat similar principles is Zwmwalt v. Texas Central 
R.R., 121 S.W. Rep., 1133, argued before the Texas Court of Civil 
Appeals. The singular contention was made in this case that the 
association was organized by the company as an act of charity in 
which it had no pecuniary or, in fact, any other interest beyond 
the welfare of the men." 


t “The contention is made by the railroad that its hospital department is a charity 
which the company maintains to care for its injured, and that beyond the exercise 
of due care in the employment of a prudent and careful physician the company can- 
not be made liable for his negligence. This in spite of the fact that the company 
deducts a certain sum from the employees’ wages for hospital purposes, and gives 
the employees no control over the fund and no voice in the employment of physicians 
or hospital attendants.’”’ The court made these very just observations: “The mere 
fact of the lack of a distinct pecuniary profit through the hospital is not conclu- 
sive that the hospital did not contribute to the profit of the company, since as an inci- 
dent to the company’s principal business it might be productive of great profit through 
its instrumentality both in reducing loss and expense by maintaining the capability 
of its employees, and in reducing the number of injured, as well as in caring for them 
most economically after accidents. One could hardly think an instrumentality which 
tended to reduce the loss and wear and tear of rolling stock could be unproductive of 
profit. If the company undertook, for any consideration or assessment, to care for 
the eyes of injured employees by the employment of medical agents in whose selection 
the employee had no voice, the employee was certainly entitled (for his consideration) 
to a high grade of skillful treatment, and in the absence of such was entitled to hold 
the individual, to whom he had paid his money, responsible, whether that individual’s 
profit from the transaction was to reach him through direct or indirect means.” 
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Although the employee contributes to the fund he has little 
voice in its management and none in selecting its surgeons, and no 
vested rights in it or in its property or surplus; nor is he responsible 
for its deficits, if any. His rights cease when he has received his 
benefits or terminated his service with “the company.” The 
company therefore, in consideration of its own exclusive title to 
these vested rights, which have often been bought and sold together 
with the parent company,’ ‘‘becomes the insurer of the employee 
within certain prescribed limits.” 

These departments are always eventually self-sustaining or- 
ganizations, complete within themselves, under the control of 
a chief surgeon who is appointed by and reports to either the vice- 
president or general manager of the road, or a board of managers, 
in which latter case the employees usually receive representation.? 

With other departments of the road the relief department stands 
on a nominally equal footing. The relief department makes its 
own appointments of subordinates, draws its own vouchers against 
the trust funds in the hands of the company’s treasurer, and makes 
its own rules and regulations subject to the approval of the general 
manager. It cares for sick and injured employees, injured pas- 
sengers, and trespassers—the latter at the company’s expense; 
prepares reports for its own use and for that of the company’s 
claim and legal departments; and confers with and advises these 
departments. Its employees, when called into court, testify as 
original witnesses in behalf of the company. In matters purely 
surgical and medical it serves the employee; in matters legal it 
serves the company and its claim and legal departments. It safe- 
guards the sanitary interests of the company, vaccinates employees, 
assists at quarantine, and examines applicants for employment 
either at their own expense or, if rejected, at the expense of the 
company. The company maintains no surgical staff outside of 
the hospital department. 

On some roads membership in the department is nominally 
optional; on others it is frankly obligatory; but the evidence goes 


tA part of Chesapeake & Ohio Southwestern R.R. to Illinois Central R.R. 


2 Chesapeake & Ohio R.R.; Illinois Central R.R. (M. & L. divisions); Northern 
Pacific R.R.; Denver & Rio Grande R.R. 
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to show that on roads where membership is nominally elective 
very few men employed in actual operating service remain in it, 
or are favorably considered by the heads of that service, unless 
they contribute to the relief department. Where the system is 
once in operation, men seldom enter the operating departments 
who do not join “the Relief.” Injured employees who have not 
so contributed are, where the injuries are acute, still treated by 
the department as though contributing, and the cost of such treat- 
ment is not unusually borne by the fund, rather than by either the 
company or the individual. 

The fund is maintained by assessments levied via the pay-roll, 
and is held by the company’s treasurer to cover vouchers issued 
by the chief surgeon and approved by the company’s general mana- 
ger and auditor, or by the department’s board of managers. 
Vouchers are for salaries; drug, supply, and hospital bills; taxes 
on plant; repairs; rent; insurance; new plants; accounts of 
physicians and surgeons; burial expenses; stationery and postage. 
The company furnishes telegraph and telephone service on its own 
lines, office rent in its own buildings, transport over its own lines, 
and the service of its own accounting officers and treasurer. The 
board of managers serves without salary. If there is a deficit, as is 
rarely the case, the company makes it up, but reserves the right 
to increase the assessment or to reimburse itself from future assess- 
ments.’ With a very few notable exceptions,? unless there is a 
deficit. no cash reaches the fund from the company. In some 
instances the company has advanced money for hospitals, plant, and 
equipment, but after a few years of operation the department has 
accumulated sufficient surplus to reimburse the company in full.3 
In other cases the company loans some sort of plant left over 
from its original surgical department, or designates certain buildings 
for hospital use without donating them outright. 

The assessment is a fixed sum each month. On the Harriman 
lines (Southern Pacific R.R., Union Pacific R.R., Illinois Central, 


* This was recently the case on the Chesapeake & Ohio R.R. 
? Northern Pacific R.R.; Chesapeake & Ohio R.R.; Frisco System. 


3 Illinois Central R.R. Paducah Hospital. (Chesapeake & Ohio Southwestern 
R.R. originally.) 
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and Yazoo & Mississippi Valley railroads) all men alike, irrespec- 
tive of salary, are assessed fifty cents per month. On other roads 
the assessment is graduated according to salary and may range 
from twenty-five cents to $2.00. Inasmuch as the benefits are 
the same for all employees it would seem that the former method 
is the more just. 

On roads where a high maximum assessment ($1 to $2) is levied, 
an embarrassing surplus is apt to develop. For example, in 1910, 
the Northern Pacific Beneficial Association, in addition to two 
hospitals originally worth $60,000, owned by the Northern Pacific 
R.R., and improved and equipped by the association at a cost of 
over $80,000 more, showed a third plant worth $119,000, an invested 
surplus of $197,281, and $85,000 in unexpended cash; total $541,281, 
no part of which will of course ever find its way back either directly 
or indirectly to its original sources. 

Where the department is incorporated or has taken the usual 
steps to insure a legally autonomous existence, it holds property, 
governs itself through a board which is at least nominally inde- 
pendent, and is sometimes sued for bills or damages like any 
other corporation or copartnership; but the highest courts have 
also held that, even where the department exists as a corporation, 
the vested property rights of the railroad company in the assets 
of the department, as well as its legal and business interests, are 
so wrapped up in the identity and government of its offspring, that 
the company when sued for the acts and obligations of the depart- 
ment can hardly shelter itself behind a plea of separate existence 
or lack of responsibility. The association is the agent of the com- 
pany and the latter is liable for the acts of the former. The 
Kentucky Court of Appeals, after a careful combing of the struc- 
ture, methods, and internal economy of one of these organizations, 
comes to the conclusion that “the railroad company is the real 
yolk in the association egg.’” 

In return for his assessment the employee receives medical, 
surgical, and hospital care for all legitimate diseases and injuries, 

On the Chesapeake & Ohio R.R. until 1909 the assessments for some classes 
were as low as Io cents, but a deficit occurred and the minimum was raised to 25 cents. 

2 Illinois Central R.R. v. Buchanan, 103 S.W. Rep., 272. 
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on presenting an order on the association from his employing officer. 
Such care, however, must be accepted from certain designated physi- 
cians and hospitals. Unlike similar associations organized by mining 
and milling corporations like the Colorado Fuel and Iron Co., these 
railroad departments care only for the men and never for their 
families. No cash, time, death, or other allowances are made; and 
where the disabled employee employs an outside doctor, or goes 
to a hospital other than one designated by the department, he must 
pay all expenses. He is given care at the company’s dispensary 
and receives his medicines without cost to himself beyond his 
assessment. He is furnished certain appliances without cost, 
and a moderate cash burial allowance is provided in case he dies. 
The maximum of treatment and hospital care allowed is usually six 
months for medical and twelve months for surgical cases. Care at 
home or at the office of a local surgeon is also furnished in certain 
cases. Local surgeons work under a fee-bill contract of very 
moderate proportions, for surgical cases, and on some roads receive 
a pass over the company’s lines in lieu of compensation for medical 
and sanitary work. Other roads pay for medical calls and consulta- 
tions at about half local rates. The department is apt to exclude 
contagious, infectious, and chronic diseases from the scope of its 
work, and always excludes venereal diseases and the results of 
alcoholism and improper conduct. All cases must be carefully 
reported on blanks provided for the purpose, and in surgical 
cases duplicate reports immediately reach the files of the claim 
department. 

The personnel and organization of these departments are familiar 
enough, but certain intimate details are worth attention. A chief 
surgeon manages all surgical, medical, and sanitary affairs in the 
interests of the company. He reports to and is appointed by the 
managing officer of the company; his salary is paid by the 
employees through the fund.’ He appoints district and local 
surgeons and pays them by vouchers drawn against the fund. 
He should have, therefore, a large personal influence and following 
among the line surgeons. His appointments, when his judgment 


* The Chesapeake & Ohio R.R. pays half this salary; on other roads the company 
usually pays nothing. 
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is good, are usually from the best available local talent; but where 
his opinion or wishes conflict with those of the general manager or 
of the claim or legal department, he usually finds it expedient or 
actually obligatory to yield. Not infrequently such forced appoint- 
ments cannot be justified on professional grounds. His office is 
close to that of the chief claim agent and general attorney, and he 
acts as their private surgical informant and adviser in all cases 
where litigation exists or is impending. Although many of these 
cases develop through injuries to passengers and trespassers, and 
can give rise to no very strenuous question as to the ethical right 
of the surgeon to range himself on the side of the company, a large 
majority occur through injuries to employees, and must inevitably 
stir up in his conscience secret misgivings as to the correct ethical 
course to pursue toward the company which hires him and the 
injured servants from whose assessments his salary is derived. 

Where damage cases have been brought by members of the asso- 
ciation against the company the writer is not aware that the chief 
surgeon of the association or any member of his staff has ever been 
known to testify as a voluntary plaintiff’s witness against the 
company. Such situations are and should be embarrassing to any 
high-minded surgeon. As a matter of obvious equity and decency, 
surgeons employed by relief associations supported by mutual contri- 
butions of employer and employed, and with inseparable obligations 
toward both parties, should be excluded from all participation in legal 
proceedings except as they are subpoenaed to testify as to facts. 
Such is usually not the case, however; the fact that such and such 
a surgeon has a reputation as a “‘strong witness for the company” 
is also a strong card in his favor when he seeks employment; and 
during lawsuits on trial he frequently sits next to and assists the 
company’s attorney. It must be conceded, however, that his voice 
is frequently raised, in those confidential relations which he sustains 
toward the company, in favor of large settlements with employees 
who he knows have been seriously injured. Not so creditably, he 
has been known to give outrageously biased testimony on the 
witness stand, as well as to take advantage of confidential relations 
established with injured employees to lead them to settlements 
not at all commensurate with their injuries. 
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A case recently tried in the Arkansas courts throws a curious 
light on certain tortuous aspects of these relations. A switchman 
sustained an injury to the arm and received treatment from the 
chief surgeon. In course of time he was discharged with an assur- 
ance, in the presence of witnesses, that he had recovered, and was 
sent by the chief surgeon with a sealed letter to the chief claim agent. 
On the basis of the assurance a small settlement was made. Subse- 
quent failure to achieve a complete recovery led to an examination 
by an outside surgeon, and to the discovery that the arm was 
permanently disabled in a way which must have been obvious to 
the company’s surgeon. The testimony developed in the subse- 
quent suit showed also that the letter contained a correct statement 
of the permanent disability, and the court therefore set aside the 
settlement on the ground that it had been secured through fraud 
and collusion. The Arkansas Supreme Court upheld the verdict 
given in the lower court and added a caustic opinion on the ethical 
standard set by the department chiefs." 

Serving with the chief surgeon and of equal or actually superior 
authority is usually a secretary-superintendent. This official 
reports nominally to the board of managers, or to the chief surgeon, 
or to both; but he is most frequently appointed by, and in con- 
fidential relations with, the general manager of the road, and in 
all other relations does as he chooses. The secretary is not infre- 
quently a former claim agent, and is apt to be the most interesting 

113 S.W. Rep., 103, St. Louis, Iron Mountain & Southern R.R. Co. v. Ham- 
bright, Supreme Court of Arkansas. On the strength of the chief surgeon’s statement 
Hambright accepted $1,250 and released the company. On the plea of fraud and 
collusion between the chief surgeon and the claim agent, Hambright afterward sued 
to set aside the settlement and recovered $5,000. In upholding the verdict of the 
lower court Judge Hill said: ‘“‘ Dr. O— says that his examinations were made in behalf 
of the employees as well as of the railroad; that his employment came from the rail- 
road and his compensation from a fund derived from the assessments of employees. 
Certainly under such conditions Hambright had a right to rely on the doctor’s good 
faith, and it does not lie in the mouth of the railroad to say that an employee cannot 
safely rely upon statements of a chief surgeon who occupies such a delicate position 
between it and its employees.” 

This is not the first time the railroad system just mentioned has been in trouble 
over collusion between the claim department and the hospital association. An exactly 
similar case involves a branch of the same system, the same claim department, and the 
same hospital department’s officials. Texas & Pacific R.R. Co. v. Jowers, Texas Court 
of Civil Appeals, 110 S.W. Rep., 946. 
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and picturesque, as well as the most influential member of the 
staff. He is often too old to be offered without effrontery to any 
other department, but he is a good mixer, and has had a checkered 
career of railroad experiences, although not always of a kind that 
would appear well in print. He is often better posted on practical 
surgical diagnosis and prognosis than the chief surgeon, and has a 
supreme contempt for doctors and their bills. He is an infallible 
prophet of good or bad luck to the legal department. He can 
wheedle out of a quarrelsome switchman a settlement that the 
claim department has abandoned as impossible. He is the guide, 
philosopher, and friend of all widows and orphans, has been known 
to settle strikes and to lead railroad men’s Y.M.C.A. meetings, and 
can secure the discharge of any man in the department from the 
chief surgeon down. The latter dignified official hates him, fears 
him, and in private incontinently bows down to him. The secre- 
tary-superintendent believes in himself alone, and talks freely to 
cover up his thoughts. With him, the men have an abiding faith 
both in the benevolent intentions of the company and in the notion 
that the company meets their contributions dollar for dollar. 
Without him the department would fall to pieces—unless another 
equally competent and sufficiently seasoned disciple of Machiavelli 
could be discovered. 

The department is usually provided with one or more hospitals, 
and the hospital is exactly what the chief surgeon makes it. If 
the chief is a young, ambitious, and well-posted man, and if the 
hospital is new, or if there is money enough to re-equip it according 
to the modern ideas of the new incumbent, there is no reason why 
it should not—as it sometimes does—provide service equal to that 
of the best up-to-date hospitals, even though its location may 
be in a small town or in a western wilderness. The funds at the 
disposal of most associations are ample to provide the best nurses 
from a well-taught training school, good diet and medicines, comfort- 
able wards and beds, single rooms for very sick patients or for those 
who care to pay for privacy, aseptic operating-rooms and materials, 
with the service of intelligent house surgeons changed often enough 
to prevent them from becoming stale. Often the hospital boasts 
of a bath, massage, and electrical department, with an X-ray 
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machine operated by a competent radiographer. To such well- 
equipped hospitals, presided over by chief surgeons of high attain- 
ments and winning personality, the employees and even the general 
officers of the road will often go willingly for treatment, confident 
that no better can be had anywhere for any money. 

And yet the railroad-association hospitals are few enough 
throughout the country that come up to this type, or that could 
even stand a comparison with the average sisters’ or denomina- 
tional hospital located in most of the medium-sized towns of the 
Middle West. Dry rot and incompetence creep into and find shelter 
most quickly and permanently in this form of railroad relief depart- 
ment and its hospitals. Where the surgical department is not 
built up around a mutual fund, but draws its sustenance direct 
from the company, the front office usually feels the responsibility 
and insists on efficiency of service and plant, with an ear constantly 
open to unfavorable criticism. But with the responsibility shifted 
or divided by the organization of a fund or by frequent or too 
infrequent changes in the general management, watchfulness is apt 
to relax, and the standard of the department may reach a point so 
disgracefully low that the men shrink from accepting the services 
of the surgeons or the shelter of the hospitals. Such hospitals 
are often dirty, unsanitary, hopelessly infected; their drug-rooms 
and druggists are unreliable; their operating-rooms are poorly 
stocked with rotting catgut, moldy gauze, and rusty instruments; 
their attendants are insolent; their beds are infected with vermin; 
their house staff is lazy, and the chief is a hopelessly superannuated 
drunkard who has long ceased to command enough public con- 
fidence to have any private practice. It is not difficult to place the 
responsibility for such a state of affairs. Although the men pro- 
vide the fund and know when it is misspent, they have little or no 
voice in its management and any attempt on their part to urge 
an appointment or force a resignation is invariably frowned down. 
Of course, proximately the mantle of authority rests upon the chief 
surgeon and a mismanaged department is his fault. But when that 
official is superannuated, lazy, ignorant, or otherwise incompetent, 
the blame for such a state of affairs if long continued rests with 
the general officer who controls his appointment and whose duty 
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it should be summarily to remove him. And yet such a chief is 
often allowed to remain for years after no sane private individual 
would employ him, and after his professional inefficiency is notori- 
ous and a scandal among the men, because he is a good witness for 
the company, or happens to be on terms of friendship with the 
company’s general officers, or because it is too much trouble to 
remove him. On the other hand, chief surgeons are sometimes 
changed arbitrarily with every change in the general management, 
or the position becomes the counter with which the legal depart- 
ment liquidates its personal or political debts—and the men pay 


the bill. 
III 


Let us now consider more closely the values offered by this 
system of relief and its significance to the employee and to the 
company, as well as its influence as one factor in our economic 
and industrial development. 

It must, of course, be understood that in this article we are not 
dealing with the question of compensation, but merely with that 
of adequate provision for the treatment of occupational injuries. 


1. What has the fund replaced for the employee; and what 
resources would still be his were the fund non-existent ? 

2. What does it replace for the employer; and is the company 
relieved of any generally recognized obligation through its existence? 

3. What does each actually contribute ? 

4. What does each actually receive ? 

5. Which party is the gainer and which the loser by the transac- 
tion; and is it, with reference to the general welfare of society, a 
step forward ? 

1. a) The fund replaces for the employee the old system by 
which he pays personally for the treatment of sickness or injury 
not incidental to his employment. 

But against the old system as it still exists quite generally in 
this country* there is really little to urge. The following are stock 
arguments: the community may not be able to provide as good 
physicians as those selected by the fund, or may not have hospital 


? See ante (p. 49) for list of railroads not using the relief department. The list 
is by no means complete. 
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facilities; the disabled man may be destitute or shiftless; organized 
relief is better and more dependable than that furnished by indi- 
viduals; an insignificant tax on the entire body relieves individuals 
of a heavy burden; etc. These claims may all, at times, prove 
true enough, but they do not appear to the writer to carry any 
great force as against the arguments that under ordinary methods 
and conditions the man pays for his own troubles and for no one’s 
else; forms no entangling alliances with interests disguised as 
philanthropy; is treated by the physician of his own choice, on 
whom he never calls unnecessarily; and is able under most of the 
conditions now prevailing to procure and pay for the services of 
physicians and hospitals fully as good as any selected by and 
representing only his employer. 

Furthermore, the American medical profession has constantly 
and wisely held out against systems of contract practice. The 
principle of collective bargaining which applies so well to wages 
and to co-operative stores has never worked well either for buyer 
or seller when applied to the commodity furnished by the medical 
man, who is at his best when his work is by the piece—and hand 
and head work at that. Such bargaining results eventually in 
debauching and cheapening the profession and in furnishing the 
patient with but poor and perfunctory service. Most of the better 
class of employees recognize this, and though paying their assess- 
ments without protest still employ their own medical man and pay 
for his medicine. These remarks apply especially to contract medical 
and dispensary practice, and to the work of men employed for 
routine services and paid by a pass or nominal salary. They do 
not apply to purely surgical services paid for on a reasonable fee 
bill, or to the salaried work of the surgical, sanitary, and medico- 
legal advisors of the road—such work is for the road and not for 
the men, except incidentally, and represents but indirectly, if at 
all, their share in the benefits of the undertaking. 

b) The fund replaces the surgical relief which the company 
once furnished and paid for out of its own pocket. Few railroads 
have existed long without an organized staff of surgeons and hos- 
pitals either belonging to or subsidized by the company. For this 
surgical relief on many roads the man pays nothing, but accepts 
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it as a matter of course, and as something to which he seems to be 
entitled by virtue of the extra hazard of his employment. For 
serious injuries the company pays all reasonable doctors’, hospital, 
drug, nursing, and burial bills, whether it likes to do so or not, and 
the average charge against the road’s income is about $10 per mile 
perannum. The justice of such a course, no one but a claim agent 
would now openly undertake to dispute, or to attribute any greater 
virtue to the company for maintaining a surgical department than 
for keeping up a repair department to make repairs on machinery. 
But for some curious and unfathomable reason many American 
corporations have silently but persistently refused to recognize the 
justice of this proposition. A large proportion of manufacturing 
concerns doing business in cities, where the injustice of failure 
to provide adequate surgical aid is lost sight of in the complex 
inhumanity of a million other more positive acts, refuse to give 
their employees more than first aid, and sometimes not even that. 
Railroad companies, however, are peculiarly situated and can ill 
afford to dispense with prompt and systematized surgical relief. 
Railroad injuries are often appalling, occur far from centers of 
populatien, and cannot wait for the unorganized efforts of indi- 
viduals. Railroad men are organized and are in a position to 
demand efficient relief measures at somebody’s expense; public 
sentiment is strong in American communities against railroads, and 
any lack of attention to injured employees would soon find effective 
condemnation from the jury box—hence the surgical department. 
And yet the notion of free surgical relief for injured employees has 
long existed as a thorn in the side of railroad managements and 
claim departments, and any method by which the burden can be 
shifted is sure of favorable consideration, provided the shift is 
not too obvious, and provided conditions are ripe for putting it 
into operation—hence mutual relief and hospital funds; devices 
by which the company rids itself of its recognized surgical and 
sanitary obligations and functions, and by which the employee 
for a small assessment receives care for all legitimate disability. 
These funds provide collectively for the men during sickness 
what they formerly purchased for themselves individually. By 
collective bargaining they procure drugs, doctors, nursing, hospital 
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beds, etc., cheaper than by individual purchase, but probably 
the quality is not so good. There is nothing particularly new about 
this system of relief as practiced by unions and mutual associations 
of workingmen—England and the Continent have known it ever 
since the first days of the co-operative store. Any saving to the 
men by this bargaining, however, is lost to them by virtue of the 
fact that the employer has intruded himself into the bargain, 
insists that he shall handle the fund, and that his surgical bills, 
which he formerly had to pay himself, shall be charged against the 
fund to compensate him for his trouble as manager. 

2. We thus see that the fund has replaced the company’s own 
surgical department in so far as paying most of its bills is concerned, 
and that by so doing the employing company has adroitly shifted 
the burden of a generally recognized obligation toward the injured 
employee from its own shoulders to those of the entire servant 
body. The advantage is also with the company in that it is thus 
enabled to place a quasi-independent organization as a buffer 
between it and certain of its obligations. 

3. a) It is plain enough what the men contribute to the fund. 
They contribute 25 cents to $2 per month, according to their wages, 
and according to the method adopted by each road in spreading 
the assessments." For a road employing 40,000 men and assessing 
them 50 cents per month the annual income of the relief depart- 
ment from assessments would be $240,000. This amount should 
be ample to carry absolutely all the direct medical, surgical, and 
sanitary expenses of the road, except such surgical charges as arise 
in connection with certain injured passengers and wayfarers who 
happen not to be treated by those salaried surgeons who are paid 
out of the fund. Such last-mentioned expenses must of course still 
be met by the company. 

b) But it is not so plain what the company contributes. Any 
investigator who has endeavored to secure in even approximate 
figures the amount and character of any company’s addition to the 
fund‘will concede that there is something vague and illusory about 


* For example: the Chesapeake & Ohio R.R. assessments were 10, 25, 35, and 50 
cents per month until 1909, in which year the minimum assessment became 25 cents 
on account of deficits in previous years. For the year ending June 30, 1908, the total 
assessment was $58,525; ending June 30, 1909, $52,829; June 30, 1911, $77,354.27. 
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it which is altogether unnecessary if it is at all adequate. Charters 
and by-laws make little mention of moneys or substantial contribu- 
tions by the companies; and the annual reports, when issued, 
are curiously mystifying documents in all matters of finance. 

“The company contributes transportation, telegraph, and tele- 
phone service.” If this means anything as a contribution to a 
mutual relief system it means that the company proposes to charge 
employees and their fund for use of these services in summoning 
assistance or in sending sick or injured employees to hospitals or 
doctors. How much is it customary for an employer to receive 
for such service? And how much would any court award him? 
Must the employee offset this sort of service against his own cash ? 

“The company guarantees the fund.” What is the cash value 
of such a guaranty as an offset against cash assessments? And 
if the department—as the courts have often decided—is but a part 
of the company, with no real identity, what is the use of the 
guaranty, since the company is liable for the debts of the depart- 
ment, anyway? Granted that the guaranty does actually furnish 
some added protection, its cash value to the employee is altogether 
contingent on a possible deficit, and when it develops that the 
company reserves the right to increase assessments and to recoup 
itself for advances out of any future surplus, the cash value of the 
guaranty shrinks to the vanishing-point. 

“The company manages the fund.” ‘This phrase is compre- 
hensive and generous, but what does it mean? Does it mean that 
the road and its officers merely advise and direct the policy of the 
department and serve as custodian, depository, directors, or trustees 
without pay? Or does it mean that the road pays all the expenses 
incidental to the details of management, and thus makes an actual 
cash contribution ? 

If merely the former, such service can hardly be rated at a 
cash value to the fund, since not only are funds of this kind invari- 
ably handled by banks, trustees, or committees acting without 
pay, but the influence wielded by the trustee may become an asset 
of such value to him or to his officer that the employer expressly 
stipulates that the trusteeship shall be held by one of his official 
representatives. Nor can the mere act of making monthly deduc- 
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tions from pay-rolls and holding them in the company’s treasury 
be seriously regarded as any material offset against the real cash 
which is withheld. 

If the latter is the case, then we have finally come on something 
which can be computed in dollars and cents, and which not only 
should but must be represented by some sort of exhibit in the 
annual report of the fund; if the fund, as is not usually the case, 
publishes a real balance sheet. Management, to have a cash value 
as an offset to assessments, should include general salaries, rent, 
taxes, insurance, clerk hire, office and traveling expenses, stationery, 
etc., thus leaving the fund resulting from the assessments to be 
expended in the actual care of the disabled employee. An examina- 
tion of a large number of private and public reports of all kinds 
of railroad hospital associations and relief departments shows that 
the companies take various views as to the correct answer to this 
important question. 

Certain companies make an exact statement of the cost of 
management, and meet the entire bill in cash. Thus, the Pennsyl- 
vania Lines west of Pittsburgh" (4,942 miles) paid out during the 
year ending June 30, 1909, ‘“‘from their own treasuries $107,677.79 
for expenses of Relief Department.’ This department, however, 
uses a release contract, and against that undoubted cash contribu- 
tion the fund came to the relief of the company by paying out for 
accidental deaths and disablement $154,380.50—contributed by 
the men. 

The Baltimore & Ohio R.R., using a similar release contract, 
“contributes annually $10,000 toward operating expenses.”” The 
actual operating expenses of the relief department for the year 
ending June 30, 1909, were $108,951.54, and the accident benefits 
for that year were $203,607.02. For $10,000 the Baltimore & 
Ohio R.R. receives a release from surgical and compensation 
expenses amounting to $312,558.56—rather a good investment. 

The Chicago Burlington & Quincy R.R. Relief Department 
(Report, Dec. 31, 1908) paid out $300,877.44 in 1908 for accident 

* Twentieth Annual Report, year ended June 30, 1909, p. 5. Similar showings 


occur in the annual report of the Pennsylvania Lines east of Pittsburgh (6,293 
miles). 
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relief, and the road paid for operating the department $78,063.79. 
Relief includes compensation based on a release contract. 

The Philadelphia & Reading R.R. Relief Association (Twenty- 
first Annual Report, 1909, p. 7) shows $311,340.38 in contributions 
by members; $13,769.81, contributed by the railroad company, and 
$16,998.46 by “‘associated companies,” toward operations, a total 
of $30,768.27. The release contract is the basis of relief. Accident 
benefits amounted to $82,051. 

On the four roads just mentioned the “contribution by the 
company” to the fund, and its appearance in the annual statement 
of the fund, is for the purpose of validating the release contract. 
The adequacy of the contribution and the legal aspects of the 
contract will be discussed in another paper. 

When the association does not employ the release contract 
fear of the courts no longer operates to force the companies to 
publish annual reports of these departments and to make at least 
a show of cash contributions to the funds. A few companies, how- 
ever, do make a small cash contribution, without using the release 
contract system, and these companies usually make annual publica- 
tion of the financial condition of the fund. 

The Northern Pacific Beneficial Association (no release contract) 
statement for the year ending June 30, 1909, shows ‘“‘deducted 
from pay-rolls, $283,462,”’ and total receipts, $304,578.73; total 
expenditures, $275,223.12. Surplus for year, $29,355.61. ‘‘Expen- 
ditures”’ include: 

Hospital expenses $173,347.69 
Line expenses 78,715.85 
Burial expenses 19,672.90 


General office, etc., expenses 3,422.60 
Stretcher Gquipmient..... ... 2. .sacne.s 64.08 


$275,223.12 
To the “total receipts” the company contributes annually “for 
services” $6,000. The company ‘‘also provides the hospital 
buildings at Brainerd and Missoula, makes the monthly deductions 
from the pay-rolls, and assists very greatly in making the successful 
operation of the department.”’ If we allow $6,000 per annum each 
as the rental of the two hospitals (on which the association makes 
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all repairs, additions, and improvements) we have a total annual 
contribution to the fund by the Northern Pacific R.R. of $18,000, 
unless “‘assisting greatly at making the successful operation of 
the department” is a cash asset. Against this the men gave 
$275,223.12 for their treatment for sickness and injury. We may 
estimate conservatively that 40 per cent of this, or $110,089, was 
expended for treatment of injury in the line of duty. For $18,000 
the company, therefore, received a value of $110,089 from the 
association in the care of surgical conditions which, without the 
association, it would have had to meet itself. Again this is not a 
bad investment. 
The Chesapeake & Ohio Hospital Association report for the 
year ending June 30, 1911, shows: 
Income: 
Assessments $77,354. 


Interest 362.72 
a ee er er ree 2,936. 54 


$80,653.53 


Expenses: 
Salaries, hospitals, burials, etc......... 71,356.29 


Surplus for year 24 

Total surplus 55-57 
The company furnishes, but retains title to, hospitals at Hunting- 
ton and Clifton Forge, but the association equips and improves 
them. The company pays half ($1,800) the chief surgeon’s salary. 
Other salaries are paid by the hospital association, except that at 
important points a portion of the surgeons’ salaries is paid by the 
company in consideration of the treatment of injured passengers, 
trespassers, etc. Local surgeons at small points are paid for 
services by ‘‘pass privileges’”’ within their own state. 

The Denver & Rio Grande R.R. Hospital Association publishes 
no report. This organization is almost identical in method with 
the last named, and uses hospitals already built by the company. 
Its constitution, like that of the Northern Pacific Beneficial Asso- 
ciation gives it the right to build and own other hospitals. 

It is difficult to see what contribution, outside of the rent of 
hospital buildings and ‘“‘pass privileges,’ the last two companies 
make toward the association. 
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The Frisco System donates annually to the hospital fund the 
munificent sum of $500. 

On the following roads the company makes no discoverable cash 
contribution to the fund: 

Wabash Employees Hospital Association (report for year 
ending June 30, 1911) “‘erects and maintains hospitals for sick and 
injured.” ‘Company donates telegraph and train service.” 


Receipts: 

Assessments, interest, etc. (nothing from company) $81,929.12 
Expenditures: 

Furniture, equipment, drugs, salaries, wages, supplies, funerals, 

taxes, insurance, rent 97,271.04 


Deficit for year $15,341.92 
Surplus brought forward 46,335.14 


Surplus June 31, 1911 $30,993.22 


There is no evidence, from an examination of annual reports 
and rules and regulations, that the Wabash R.R. Company has 
made any material contribution to this fund. The annual report 
does not separate the cost of caring for surgical and medical cases. 
All surgeons’ salaries appear to be paid out of the fund, and there 
is no company’s contribution “‘for management.” 

The Illinois Central Hospital Association (Louisville & Ten- 
nessee division) publishes no annual statement. The membership 
is 4,577 (1910); its income (approximately), $42,000; its surplus 
(June 30, 1910), $7,215. It is supported by assessments from all 
employees, from 40 cents to $1 per month. The company furnishes 
the services of the treasurer and the auditor gratuitously. The 
hospital at Paducah was paid for and is maintained out of the fund. 
All salaries, except that of the chief surgeon of the Illinois Central 
R.R. whose duties in connection with the association are purely 
diplomatic and advisory, are paid out of the fund. The company 
makes no monetary contribution. ‘An annual pass is furnished 
to surgeons in consideration of the agreement to treat, without 
fee, all sick employees in the surgeon’s jurisdiction until such time 
as they can be sent to the hospital.”” The annual pass to surgeons 
seems to be the only contribution which the company makes to 
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liquidate its obligation to an annual fund of approximately $42,000 
raised by employees to care for injuries and sickness. 

The relief associations of the following roads are so similar that 
they may be considered together: 

Southern Pacific R.R., Union Pacific R.R., Missouri Pacific R.R., 
Atchison, Topeka & Sante Fe R.R., Illinois Central R.R., Yazoo & 
Mississippi Valley R.R., Milwaukee Hospital Association (Chicago, 
Milwaukee & St. Paul lines west of Missouri river). These organi- 
zations are practically identical, and their control is vested entirely 
in the companies. Financially also there is little difference, and 
they have the following points in common: no annual reports to 
public or members of the condition of the fund; assessments 
compulsory, and usually 50 cents per man per month; all expenses, 
including salaries,’ hospitals, burials, drugs, taxes, surgeons’ bills, 
etc., paid out of the fund; no visible or cash contributions by the 
companies beyond transportation and telegraph facilities, the 
services of the companies’ officers, and the guaranty of deficits 
subject to reimbursement from future contributions; local surgeons 
at small points paid for occasional services by local passes issued 
by the companies. 

From the foregoing rather lengthy but not unnecessary examina- 
tion into the details of several relief funds we are now able to give 
intelligent answers to our third question—what amounts are con- 
tributed respectively by employers and employees to these railroad 
relief funds? (a) The men make contributions ample enough to 
manage and support the associations without help from the 
employer, and usually enough to lay by a small surplus. (6) Unless 
employers have naively concealed their contributions, with the 
simple-minded purpose of withholding from their left hand a 
knowledge of the good deeds performed by their right, they have 
contributed little beyond stage money to those funds not based on 
release contracts.? 

* One or two roads are said to pay a part of the salary of the chief surgeon. This 
statement is not confirmed. 


2 Where annual statements show that the railroads have actually financed the 
management of the fund it has been for the purpose of legalizing the release contract. 
Compensation is provided for by large increases in the assessments. Where the cost 
of management is actually met by the employer the fund usually accumulates 
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4. What benefit does each actually receive from the hospital 
association ? 

a) The employee receives all necessary care for legitimate medi- 
cal and surgical disability. Where no release clause is operative 
his assessment is small, even insignificant; but the fund contributes 
nothing beyond hospital care to compensate for his lost wages, so 
that he is obliged to depend on outside insurance, savings, dona- 
tions, or indemnity to maintain him and his family during idleness. 
The fund is therefore in no sense complete in its relation toward the 
employee, and he must supplement it elsewhere. This deficiency 
is at once obvious to intelligent employees, and as a consequence 
the funds are never organized through their initiative, although an 
effort is frequently made to show that such is the case; ‘‘the rail- 
road company is the real yolk in the association egg,” and the 
employee well knows that without the association the company 
would still be obliged to supply him with surgical care. Many 
employees do not avail themselves of the advantages offered by the 
association, and their contributions, therefore, become involuntary 
donations to the fund. 

b) What does the company receive ? 

These funds have invariably been organized by the companies, 
and sometimes over the protests of a large body of the men. At 
the outset membership has usually been voluntary, but as the 
older non-joining men have gradually sought other service the 
newer men have found it expedient, in fact if not in theory, to 
become members; so that by the time the organization is an integral 
part of the service the membership is complete for all men in the 
operating departments, and the company is relieved of the necessity 
of maintaining a double surgical system. It would be foolish to 
attribute these movements to any unselfish motives controlling a 


a bulky and unnecessary surplus invested in the company’s securities. This 
surplus approximates and often exceeds the total of the employer’s contributions, 
and could be safely wiped out without loss to the men were the company’s manage- 
ment and the release clause also to suffer elimination: There would not only remain 
to the men the benefits of adequate and safe insurance against all disability; they would 
also be left in possession of their right to recovery from an employer through whose 
negligence they might have sustained injury. Especially would this be the case if 
the fund were relieved of the charge of maintaining the company’s surgical department. 
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corporate employer, With the obvious pressure, not to say com- 
pulsion, which is brought to bear in their operating services by 
companies organizing the associations, it must be equally obvious 
that some advantage to the employer is sought which does not 
exist under the old system. These advantages are not difficult 
to discover, and may be enumerated as follows: 

(a) Elimination of a long-standing sore spot from the company’s 
expense account by payment out of the association fund of all bills 
for the care of injured employees. This, as has been shown, is 
accomplished at little cost to the company. 

(6) A more perfectly organized surgical department, nominally 
autonomous, and serving thus as a buffer between the company 
and injured employees. 

(c) A more perfect sanitary service, and more complete super- 
vision over the general health and moral status of the company’s 
servants. 

(d) Use of department surgeons at a minimum cost to the com- 
pany in the care of injured passengers, trespassers, etc. 

(e) Trusteeship and control of a fund and property belonging 
to the men. 

(f) Privilege of controlling appointments of physicians and 
surgeons favorable to the company; control of these by the claim 
and legal departments; unrestricted access of claim agents to 
injured men in the companies’ hospitals and exclusion of persons 
unfriendly to the company; confidential relations between claim 
and surgical departments and exclusive use of reports prepared 
by the latter. These advantages are all material to the company 
and place the men at a corresponding disadvantage in dealing with 
the claim department. 

The above considerations would show that the companies are, 
at the least, abundantly relieved of any imputation of altruism in 
advocating the cause of ‘‘ mutual relief.” 

5. We are now prepared to consider, finally, which party is the 
gainer, and which surrenders the most by present methods of 
financing and handling these relief funds. There can be no ques- 
tion that, when well handled, the association fulfils a very useful 
function toward the average railroad man. If he is hurt he must 
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have a surgeon and a hospital promptly, and it is out of the ques- 
tion to ask him in this emergency to act for himself. The same 
rule hardly applies to ordinary sickness; but there are extraor- 
dinary occasions when the lack of organized relief results in 
great danger and privation to the sick railroader, and when the 
man who usually ignores the fund and employs his own doctor is 
glad to accept the aid of the association physician and hospital. 
But such occasions arise in other employments, and are in fact 
daily occurrences on the three-fifths of American roads on which 
there is no sick relief; and no one comments on the fact that the 
situations must be, and are, handled through other channels. 
Nevertheless, it may be conceded that where the sick or injured 
employee applies to an association for medical or surgical treatment 
he is apt to be well and impartially cared for, and to feel that he is 
getting individually a large return for his assessment. Such 
grateful beneficiaries usually ignore the fact that the company’s 
contribution is not conspicuous, and become for all time enthusi- 
astic advocates of the merits of the fund, and credit the company 
for its beneficence. 

But admitting the primary usefulness of the association it is fair 
to question: (a) Whether it is properly financed; (6) whether the 
fact of its management as a company’s department has not brought 
it to yield base and improper uses and advantages to the company 
not obvious in the constitution and by-laws; and (c) whether such 
funds are in line with the modern advance in the direction of a 
more equitable distribution of the accident load which has to be 
borne by commerce and industry. ' 

a) If we make the fundamental concession of all modern 
economists that a railroad or other large employer of labor should 
make the care of wounded employees a matter coequal with the 
repair of injured machinery, then each road using such a fund 
should contribute to it annually an amount equal to that necessary 
to establish and maintain a surgical department, inciuding hospitals. 
This amount should be exclusive of passes, facilities, and manage- 
ment, which are inevitable charges against the service, whether 
managed by the company or by an association. Under the simple 
form of surgical service provided by three-fifths of the companies 





76 JOURNAL OF POLITICAL ECONOMY 


the cost is not less than $10 per mile per year. Under the more 
widely reaching benefits to the companies secured through the 
association, and with a sinking-fund charge to provide a share in 
the cost of constructing and maintaining hospitals, the contribu- 
tion should be equivalent to at least $15 per mile per annum. 
For roads with a mileage of, say, 6,500 miles, this charge would be 
$80,000 to $100,000. To this surgical fund from the employer 
should be added a somewhat larger amount for sickness, to be 
raised by assessment of employees. For a road of 6,500 miles, 
employing not far from 40,000 men, an assessment of 30 cents 
per month per man would produce an annual sickness fund of 
$144,000. These two funds when united should be ample to 
finance the entire relief organization and to furnish a reasonable 
sinking fund. Should an unnecessary and unwieldly surplus 
develop, the proportionate contributions for ensuing years should 
be either cautiously reduced, or should be increased proportionately 
to provide for a complete scheme of indemnity and insurance. 

It may be safely said that at the present time no American 
railroad which operates a relief association comes anywhere near 
to a realization of this ideal, and every one of the roads mentioned 
in this paper is at least 75 per cent short in its legitimate contribu- 
tion even to the surgical fund. 

b) Under the guise of management the associations and their 
funds and personnel are strained at every point to function for the 
companies. Membership in the associations is usually frankly, 
and always substantially, obligatory for men in the dangerous 
services; were this not so each company would be forced to main- 
tain a dual surgical service. Where management is with a board 
of trustees the company sees to it that it controls a safe majority; 
many funds are managed directly by the company and the men have 
no voice. All appointments of secretaries, superintendents, chiefs, 
and surgeons are in the companies’ hands through the general 
managers, and the men have no voice in appointing or removing. 
The companies use the salaried staff of the associations freely 
and gratuitously for inspection, sanitation, advice, testimony in 
court, and frequently for the treatment of injured passengers and 
trespassers without cost. The surgical staff reports promptly all 





AMERICAN RAILWAY RELIEF FUNDS 77 


cases to the companies’ claim departments, and these reports are 
expected to contain not only surgical details, but also valuable 
information relative to the method of occurrence of accidents and 
the sources of responsibility. This same information is syste- 
matically withheld from claimant employees. In all matters where 
the injured employee and the company are in conflict the attitude 
of the association through its representatives, instead of being an 
impartial one, is invariably favorable to the interests of the com- 
pany. When we make closer study of the informal, confidential, 
and unrecorded operations of relief departments, in all matters 
relative to liability for negligence and compensation for injuries, 
the unclean trail of the companies’ claim and legal departments 
is everywhere in evidence. The unfair advantage which the 
companies take of the men in distributing the financial load of the 
association is equaled only by the unfair legal advantages taken 
through close association and unduly confidential and subservient 
relations of the relief association officers with the companies’ claim 
agents and attorneys. The by-laws and charters of the asso- 
ciations already give to the companies every reasonable financial 
and legal vantage ground, but these advantages are reinforced 
secretly and unfairly at the individual discretion of the companies’ 
claim agents and the associations’ surgeons and personnel, and 
always to the corresponding disadvantage of the employee. 

c) As sociological phenomena, our railroad relief associations 
as at present constituted are anachronisms. It has been conceded 
by economists for nearly a generation—and over twenty-two 
modern governments have now legalized the concession—that the 
employer should pay the bill for repairing the injured workman. 
Under the system we are now discussing, the employer not only 
manages the fund for his own best legal and financial advantage, 
but the employee pays the bill. Furthermore, the system is 
ridiculously inadequate to meet the requirements of modern 
society for the relief of workmen deprived of their earning capacity, 
and has to be supplemented by other systems equally unjust and 
inadequate. Considered sociologically the release contract system 
of the hospital departments of the roads already briefly referred 
to" is far superior to those one-sided relief associations. 

t See ante p. 50, Group 3 and p. 51 
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When we note that the basic laws of all European states now 
contain provisions not only for payment by the employer of all the 
surgical expenses of his business, but also for suitable indemnities 
to employees for time lost through injury, we are struck with the 
weak injustice and futility of the scope and plan of these organiza- 
tions, and look forward to the time when our states shall severally 
and collectively enact comprehensive and far-reaching workmen’s 
compensation laws. With just and modern relief measures finally 
enforced by law in the United States, the railroad hospital asso- 
ciation as at present constituted will disappear from the map. 

W. H. ALLPorT 


Cuicaco, ILL. 





NOTES 


WASHINGTON NOTES 


A MESSAGE ON THE TRUST QUESTION 
THE CORPORATION INQUIRY 

FUTURE OF THE TOBACCO CASE 

THE RAILROAD SECURITIES REPORT 

A New VIEW OF THE INHERITANCE TAX 


President Taft has sent a message to Congress on the trust question 
(Executive Message, December 5, 1911) which is generally regarded as 
the most complete and judicial review of the corporation controversy 
up to date that has yet appeared. The discussion in the message follows 
substantially the general lines that have been adopted by the Executive 
in public speeches during the past few months, but it adds some new 
material and eliminates some of the less tenable positions that had been 
taken. The President is clear that the Sherman anti-Trust Law is a 
desirable statute and should be retained on the books unamended. 
In apparent contradiction to this view is the opinion that there is no 
reason why Congress should not pass a supplementary statute, 
defining and enumerating the acts which in its judgment are unfair and 
constitute restraints upon trade. President Taft also recommends the 
plan which he brought forward some two years ago in favor of federal 
incorporation of concerns doing an interstate business. A new suggestion 
for legislation is seen in the recommendation that there be created a 
federal commission to deal with the trust question and to receive reports 
from corporations and in a preliminary way to pass upon questions 
which may be submitted by such corporations with a request for advice 
or information on points that are not considered clear. The crucial 
part of the President’s message is probably a passage in which he says: 
“T see no objection—and indeed I can see decided advantages—in the 
enactment of a law which shall describe and denounce methods of com- 
petition which are unfair and are badges of the unlawful purpose 
denounced in the anti-trust law. The attempt and purpose to suppress 
a competitor by underselling him at a price so unprofitable as to drive 
him out of business, or the making of exclusive contracts with customers, 
under which they are required to give up association with other manu- 
facturers, and numerous kindred methods for stifling competition and 
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effecting monopoly should be described with sufficient accuracy in a 
criminal statute, on the one hand, to enable the government to shorten 
its task by prosecuting single misdemeanors instead of an entire con- 
spiracy, and, on the other hand, to serve the purpose of pointing out 
more in detail to the business community what must be avoided.” 
With such a piece of legislation, the functions of the bureau or commis- 
sion to deal with corporation questions, of which the President speaks, 
would be extensive. He suggests that it should “be invested... . 
with the duty . . . . of aiding courts in the dissolution and re-creation 
of trusts within the law,” while it would also devote much attention to 
the attainment of publicity and supervision of stock and bond issues. 
The plan would not be to permit any company to obtain exemption from 
oversight by this commission, or from prosecution under the anti-trust 
law, even if organized under a federal incorporation statute which would 
allow such a concern to get the apparent sanction of the government at 
the opening of its existence. 

The President’s message offers, as a kind of appendix, the most 
complete list of suits brought and prosecutions instituted by the United 
States under the Sherman anti-Trust Law. Some criticism has been 
provoked by the fact that this enumeration has been classified by 
administrations, apparently with the purpose of rendering possible a 
comparison of the present administration with its predecessors as 
respects activity against combinations. The enumeration gives a 
compact and convenient statement in authoritative form of the 
disposition made of each of these cases. 


The Senate Committee on Interstate Commerce has nearly completed 
the series of hearings on the general question of the control of corpora- 
tions and “trusts” which it was authorized, just at the close of the 
special session of last summer, to hold. The hearings have been numer- 
ous and extensive and have resulted in the presentation of views by a 
large number of men representing different groups in the community. 
The large financial interests, the business public, representatives of 
independent interests at war with various “trusts,” university students 
of the corporation question, and various others have been heard. Almost 
unanimously the opinion has been expressed that the Sherman anti- 
Trust Law is out of date and needs revision. Practically the only 
serious exception to this view has come from a certain number of business 
men who regard the law as a bulwark or protection against monopoly. 
There has been less agreement on the remedies to be applied to the pres- 
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ent situation, but most of the witnesses have taken the view that a 
federal corporation similar to the Interstate Commerce Commission in 
size and importance should be established. Much less agreement 
has been indicated with reference to the functions of this commission, 
but the commonest view has been that it should pass upon various ques- 
tions relating to the legality of corporate enterprises, with the privilege of 
an appeal to the courts in cases where its decisions are not acceptable. 
Some others have urged that the commission should be vested with the 
duty of applying a law providing for federal incorporation, but there has 
been no general agreement on the question whether such a federal incorpo- 
ration law could be put into effect or not. There has also been difference 
of opinion whether, in case such a law should be adopted, it should be 
permissive or compulsory. Still less agreement has been found with 
reference to the question whether the government should in any way 
seek to fix the prices of commodities through the efforts of this commis- 
sion or otherwise. The general attitude of the witnesses has been 
opposed to such action. Decided differences of opinion have been 
manifested regarding the advisability of adopting legislation intended 
to specify the acts and practices which should be deemed unfair, and 
which corporations should be prohibited from committing under penalty 
of losing their federal charters (in the event of the passage of an incorpora- 
tion law), or of suffering prosecution under the Sherman anti-Trust Law, 
or both. The members of the committee are strongly divided in their 
views with reference to the action which should be taken. No official 
report has yet been made, but it is now planned to lay before the Senate 
a bill providing for a federal commission of some kind. Opinion is 
apparently against the incorporation plan, unless possibly in the per- 
missive form. Further extension of government functions, as in con- 
nection with the fixing of prices, has comparatively little support. A 
number of radical ideas have been presented to the commission, promi- 
nent among which are those of establishing an absolute limitation upon 
the capitalization of corporations and prohibiting concerns from engaging 
in lines of business outside one specified class or group, to be mentioned 
in its charter with such as are directly ancillary thereto. Among the 
acts which it has been proposed to prohibit as unfair or restrictive of 
trade are the purchase and holding idle of patents, the making of con- 
tracts with others to refrain from doing business, etc. It is also desired 
to give independent interests larger rights of intervention in proceedings 
against monopolies under the Sherman Law. Several reports from the 
committee, indicating the views of various groups among the members, 
are expected. 
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In determining not to appeal to the Supreme Court of the United 
States from the decision of the Circuit Court of New York in the 
American Tobacco Company reorganization case, Attorney-General 
Wickersham has given a new turn to the discussion of the trust question 
and has subjected the Taft administration to a considerable amount of 
criticism. Subsequent to the decision of the lower court, in which it 
practically approved the plan of reorganization which had been pro- 
posed by the attorney for the American Tobacco Company, although it 
directed the addition of a few changes suggested by Attorney-General 
Wickersham, the announcement was unofficially made that there would 
be no appeal from this decision. An application on the part of the in- 
dependent tobacco interests to the Supreme Court of the United States 
for a review of the decision of the lower court was refused by the former 
tribunal on December 11. These independent tobacco interests included 
a large number of dealers, growers, and such manufacturers of tobacco 
as had not been absorbed by the American Tobacco Company. When 
the question of reorganization was brought before the lower court, 
attorneys representing the independent interests were allowed to present 
argument and thus to “intervene” in the case, although the court 
refused to give them any definite standing as parties to the suit, on the 
allegation that there was nothing in the law that would warrant such 
action on its part. The Sherman Act made no provision for any inter- 
vention in a formal way. Consequently the appeal of the independents 
to the Supreme Court of the United States for the privilege of presenting 
argument was almost necessarily rejected by that court. This places 
the proceedings in the Tobacco case in a curiously unsatisfactory posi- 
tion, inasmuch as it will now always be contended that a full and complete 
test of the Tobacco reorganization was never had under the law, and that 
consequently the Sherman Act in its practical application to cases 
involving such reorganization has never been thoroughly threshed out. 
The cutting-off of the suit at this point, independent of the question 
whether or not the finding was deemed essentially satisfactory by govern- 
ment authorities, is therefore decidedly unfortunate. One result of the 
action of the administration in this regard has already been the making 
of representations to congressional committees by representatives of the 
independent interests who wanted to see power bestowed upon the 
independents. They have asked that a bill or resolution be passed requir- 
ing the administration to take an appeal to the tribunal of last resort, 
or that they be given the right to appeal. Pursuant to these requests, 
a bill has been introduced in the Senate (S. 5640) providing that all 
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rights which the United States had by way of appeal from the decision 
of the lower court shall be transferred to, and vested in, the independent 
interests concerned in the suit, in order that they may, if they wish, make 
use of these bestowed rights by taking an appeal direct to the Supreme 
Court. This brings up a question that is not likely to be settled posi- 
tively for some time to come, but will recur at intervals throughout 
the session unless sooner passed. The failure to pass it shortly will, 
however, create vested rights in the defendants in the case (the American 
Tobacco Co. et al.) since they are proceeding on the strength of the 
findings of the lower court and are making their arrangements to corre- 
spond therewith. An amendment of the Sherman Act such as to give 
the independents intervention rights in future cases will, however, be a 
probable result of the discussion. 


President Taft’s Railroad Securities Commission has furnished him 
with a report on the methods deemed best for the control of securities 
issued by interstate carriers (Executive Message of December 11, 1911, 
transmitting the report of the Railroad Securities Commission). This 
commission, appointed in accordance with Section 16 of the Act of 
Congress of June 18, 1910, was organized in September, 1910, and con- 
sisted of President A. T. Hadley of Yale, and Messrs. F. N. Judson, W. L. 
Fisher, B. H. Meyer, and Frederick Strauss. It has held sessions during 
the time since its appointment, in Washington, New York, and Chicago. 
It now recommends to the President, and through him to Congress, the 
exactment of legislation providing for a physical valuation of railroads, 
and for full publicity through reports to the Interstate Commerce Com- 
mission, concerning the conditions and circumstances under which the 
issues of given securities are put out. The commission, besides making 
these recommendations, however, goes more or less elaborately into 
general problems relating to railroad issues. It points out the folly 
of requiring that property or money to an amount equal to stock issued 
shall be received by the issuer, since such receipt does not guarantee that 
the money is subsequently wisely used. Moreover, the commission 
shows that the amount of stock and bonds outstanding has no relation- 
ship to the earnings of roads or the rate which they are obliged to charge, 
or can or do charge, for freight moving over their lines, that being a 
complex problem to be dealt with on quite a different basis. The 
idea of attempting to limit railroad profits to a fixed percentage or to 
treat a high cash dividend as necessarily indicating extortion is of course 
regarded as both unfair and ridiculous. The commission, however, 
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believes that scrip, stock, and bond dividends should be prohibited on 
the ground that increased value in properties should be shown rather by 
a higher rate of dividend on the existing shares than by an addition to 
their nominal outstanding amount. In this same connection, the 
commissien discusses the problem of intercorporate holdings and con- 
cludes that it is not wise to prohibit the ownership of the stock of one 
road by another, as that would involve too much disturbance of exist- 
ing relations. However, the unnecessary extension of these holdings 
should be prevented and there should be provision for equitable dealing 
between representatives of the purchasing company on the one hand and 
the holders of minority interests on the other. It is suggested that any 
company or group of companies which has purchased a majority of the 
stock of any existing road may properly be required to buy the minority 
stock at the same price as that paid for the majority. If a company has 
acquired control of the common stock of another but not of its preferred 
stock, it should be required either to buy the preferred or to make the 
preference cumulative. The commission passes to a less secure line 
of reasoning when it advocates the issue of stock without any definite 
par value on the ground that in that case the danger of deceptive repre- 
sentations is diminished, although it does not recommend that legislation 
looking to the removal of the nominal par value from the face of shares 
of stock should be attempted. With reference to physical valuation 
it is recommended that the legislation, if any, to be adopted for that 
purpose should be simply permissive to the Interstate Commerce Com- 
mission which should be provided with funds for the purpose of valuation 
at its discretion. 


Very important action has been taken by the Supreme Court of 
the United States in a brief decision handed down on December 4, 1911, 
in the case of United States v. The Fidelity Trust Company—an appeal 
from the Court of Claims (Supreme Court of the United States No. 280, 
October term, 1911). This case decides a question which has been in 
litigation for a good while—how far an inheritance consisting of an 
annuity or deferred claim is subject to inheritance taxation. Herein 
is involved the essential issue of the time at which an inheritance tax 
becomes payable, which can be determined only by deciding when an 
inheritance has actually been received under the law. Several decisions 
on closely allied points have been rendered by the court in the past, but 
the present finding seems to run counter to these and to take a new posi- 
tion. At present, by reason of the repeal of the federal inheritance tax 





NOTES 85 


law under which this and other cases came up, the issue is academic so 
far as the present fiscal affairs of the United States itself are concerned. 
Yet the fact that an inheritance tax may again be applied by federal 
legislation in the future and that state courts are strongly guided in 
dealing with similar taxes within their jurisdiction by findings of the 
Supreme Court gives the subject a good deal more than purely abstract 
interest. 

In the case in question an income was left to the inheritor, payable 
by trustees in quarterly payments during the period of the natural life. 
The value of the property thus left in trust was found to be about 
$120,000, and with the aid of mortuary tables on an assumed rate of 
interest of 4 per cent the collector of internal revenue sought to impose 
taxation upon a capitalized sum of $74,678. This was contested on the 
ground that the inheritance was received only as the sums were actually 
paid. In dealing with the matter the Supreme Court says that the 
interest acquired by the inheritor “was not a contingent right to income 
as it should accrue . . . . it was a vested life estate in a fund changing 
in investment at the discretion of the trustee but retaining its equitable 
identity The statute does not invite speculation in a new nomen- 
clature or attempt to reach profounder conceptions than those familiar 
to the law. When it speaks of interest absolute invested in possession 
we presume that it uses familiar legal expressions in their familiar legal 
sense. It deals in terms with the interest, that is, the legal unit of right, 
not with the money received before a given moment. No better example 
of such an interest could be given than a life estate in a fund, the enjoy- 
ment of which actually has begun This appears to run 
counter to the views expressed in those decisions where the court has 
held that an annuity which was not invested in specific funds but was 
simply payable year by year by specified persons or agencies as, e.g., 
by a life insurance company, was taxable only as it was paid. It was 
largely on the strength of that view that the lower courts, including the 
Court of Claims and comprising in all about twelve or thirteen federal 
judges, decided in favor of the claimants in this case. The reversal of 
the findings of the lower courts by the Supreme Court in this decision 
not only establishes an important precedent but saves the government 
about $2,500,000 which it would otherwise have had to disburse to 
claimants of inheritance tax refunds who would promptly have filed 
claims had this decision gone in favor of the taxpayers. 
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The Navigable Rhine. By Epwin J. CLapp. Boston and New York: 
Houghton Mifflin Co., 1911. 8vo, pp. xvii+134. $1.00 net. 


This study, translated and enlarged from its original form as a 
Doctor’s dissertation at the University of Berlin, was granted first place 
in the Hart, Schaffner & Marx prize essay competition in 1910. The 
book is well illustrated, is written in an unusually readable style, and in 
many respects may be regarded as an excellent study in the history of 
transportation development. 

The early history of the Rhine, of its relation to continental trade 
routes, and of the long struggle for the abolition of the exorbitant tolls 
charged by princes and river barons at every turn, constitute the first 
portion of the book. This is followed by an account of the relative 
decline of river traffic which occurred between 1850 and 1875, coinci- 
dently with the development of railway transportation in Germany. 
Then comes the most important part of the study, namely, ‘‘ Causes for 
the Prosperity of Commerce on the Rhine.” 

Two main causes are assigned for the enormous increase in traffic on 
the river since 1875: first, the growth of a heavy tonnage in bulky 
materials, mainly coal, iron ore, and grain; and, second, the nationaliz- 
ing of German railways and the consequent elimination of ruinous com- 
petition. During these years, also, the riparian cities constructed 
commodious harbors, wharves, and transshipping facili;ies; and by a 
remission of dues gave an unusual stimulus to river shipping. The 
development of steam barges and of the shipping corporations on the 
river is a final cause of the rapid growth of water commerce. 

Chap. xi should prove of most interest and value to the American 
reader, for it is concerned with the question of rail and water rates. 
But unfortunately in what should be the most important part of the 
study the author has not maintained the high standard set in the earlier 
chapters. While he recognizes at times practically all of the questions 
involved he later draws his conclusions with only a partial regard to the 
points at issue. The widespread interest in this particular question and 
the important conclusions likely to be drawn from Mr. Clapp’s study 
will, we trust, justify more than the merest mention here. 
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The author fairly recognizes that in counting the cost of transporta- 
tion by water it is necessary to consider not alone the mere haulage 
charges proper, but the cost of canalization, terminal facilities, etc., as 
well. And by a statistical presentation on pp. 108-9 (slightly inadequate 
in some respects), he shows that transportation on the Rhine should be 
less costly than on German railroads. He then addresses himself to the 
question of incidental railway advantages in the way of speed, promptness 
of delivery, greater regularity, and insurance of cargo. These cor- 
responding disadvantages of carriage by water are said to be at a mini- 
mum on the Rhine, because of its great capacity and relative freedom 
from ice, fogs, floods, etc.; but points so important in the case can 
hardly be adequately treated in a brief page discussion (p. 110). The 
conclusion drawn here (which it should be noted is applicable only to 
traffic requiring no transshipment) is not so clean-cut and convincing as 
one might wish. 

Mr. Clapp, however, does not ignore the cost of transshipment, and 
on p. 12 he presents a table of comparative rates on coal shipped by rail 
direct from Gelsenkirchen in the Westphalian industrial region to 
Mannheim, and coal shipped by a broken rail and water route, including 
cost of transshipment at Duisburg and again at Mannheim. This table 
shows the all-rail cost to be $2.02 per ton, as compared with a total cost 
by rail and water of only $1.15 a ton. But he omits to add to the latter 
cost, though he mentions it on the following page, the loss on account of 
breakage and resifting, amounting to 33.5 centsaton. What is equally 
important, he does not inform us that the transfer charges fixed by the 
state are merely nominal, and confessedly less than the actual cost of the 
service. While the author tells us elsewhere that the Rhine has no tolls, 
he does not include in the cost of transportation by water the loss of 
interest on the capital invested in the waterway, nor the state’s outlays 
for maintenance and operation. The author tells us on p. 55 that no 
dues are charged in the harbor at Mannheim, though he does not tell us 
whether the same is true at Duisburg. An adequate comparison should 
include the deficits on this account. Finally, although Mr. Clapp men- 
tions in various places the fact that German railways are run at a profit 
of 6 or 7 per cent while the waterway investment yields no profit (but 
rather a deficit) he makes no allowance for this in his rate comparison. 
It is however quite possible that even with these various omissions 
included Rhine transportation might still be shown to serve an economi- 
cal function, especially if regard be had to the utilization of otherwise 
waste space, prevention of floods, etc. It is to be regretted that the 
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present study has failed to push the matter to a more convincing con- 
clusion. Too much seems to be taken for granted. 

In the closing chapter the Rhine and the Mississippi are compared. 
Here, again, the treatment is far from thorough. The author traces the 
parallel traffic history of the two rivers up to 1870, and then shows the 
striking contrast since that time. He observes that if transportation is 
to become important on the Mississippi, co-operation must be main- 
tained between the railways and the river and the river must be enor- 
mously improved. But as to the cost of such a development, as com- 
pared with that on the Rhine, he is wholly silent. On p. 126 he speaks 
hopefully of the reservoir plan of control proposed by United States 
Hydrographer Leighton. Since the army engineers have estimated that 
such a scheme for the Ohio alone would cost several hundred millions of 
dollars, Mr. Clapp should have raised the question whether the cost 
were not prohibitive. It is stated, also, that the physical difficulties in 
the way of harbor construction are not insurmountable, if only the 
Mississippi cities will shake off their apathy and undertake the task in 
earnest; but again there are no comparisons as to the probable cost. 

Does the history of the Rhine teach that we should or should not 
attempt the development of shipping on the Mississippi? The wording 
of the concluding pages of the book is so indefinite and the conclusions 
are couched in such non-committal terms that the result of the entire 
study is a matter of conjecture. The publishers of the book announce 
that, “if the Rhine’s harbors, boats and barges, steamship companies, 
and railroad tariffs could be transferred to the Mississippi, they would 
be just as successful there as they have been in Germany.” Such indeed 
seems to be the deduction to be drawn from the greater part of the 
closing chapter, but on p. 128 we find Mr. Clapp writing: “ Yet with all 
these disadvantages of the Mississippi, as compared with the Rhine, 
removed, one cannot prophesy with certainty that a traffic would arise 
on the Mississippi comparable with that on the Rhine.” In a page or 
two following it is suggested that the Mississippi is not so situated with 
reference to bulky traffic and trade routes as to secure any such amount 
of traffic as is possessed by the Rhine. This is only too true, and it is 
regrettable that the author did not carry his investigations farther and 
give us more definite results, rather than to shift the responsibility by 
concluding as follows: “Are they [the Mississippi cities] building modern 
water terminals or constructing steel fleets of steamers, tugs, and barges 
under the management of large and responsible companies? If not, 
this apathy speaks louder than all clamors for deeper channels and higher 
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levees. If those who know the river best will show their confidence in 
its future, not only will they easily obtain any reasonable expenditures 
to improve and extend navigation on the Mississippi system, but also 
the railway legislation which the river needs will not long be withheld.” 
May this perchance mean that the author believes the improvement of 
the river for purposes of navigation economically advisable? The 


reviewer is frankly in doubt. 
Haroitp G. MovuLtTon 


THe UNIVERSITY OF CHICAGO 


National and Local Finance: A review of the relation between 
central and local authorities in England, France, Belgium, and 
Prussia, during the nineteenth century. By J. WATSON 
GRIcE, with a preface by SmNEY WEBB. London: P. S. 
King & Son, 1910. 8vo, pp. xxiv-+404. 

Grants in Aid: A criticism and a proposal. By SNEY WEBB. 
London: Longmans, Green & Co., 1911. 8vo, pp. 135. 

The two books under consideration are numbers 20 and 24, respect- 
ively, of the monographs in economics and political science by writers 
connected with the London School of Economics and Political Science. 
Mr. Grice’s book, as the subtitle indicates, is intended as a survey of the 
financial relations between central and local authorities in the countries 
mentioned; while Mr. Webb’s study deals with the peculiar financial 
device that has grown out of those relations in England. 

The extensiveness of the field covered by the more general study is 
apparent; and this, together with the complexity of the subject, presents 
a problem in treatment which the author has not been entirely successful 
in solving. Summaries are almost entirely lacking, and the main 
features of the systems of finance under consideration are not made to 
stand out distinctly. In consequence the reader spends much time 
wandering through a wilderness of well-documented detail from which 
he is not extricated until the concluding chapters of the book. To the 
many natural difficulties of the subject, moreover, the writer brings a 
style which aggravates an already abstruse treatment. Though these 
faults by no means destroy the worth of the book, they do detract 
mightily from its interest. 

Considered in detail Mr. Grice’s study is found to contain much 
valuable data not hitherto accessible in convenient form. The first 
six chapters deal with the relation of the central and local authorities 
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in England. Here is considered the origin of the grant in aid in the legis- 
lation for relief of local taxation following the revision of the poor law 
in 1834 and the repeal of the corn laws in 1846; the subsequent develop- 
ment of the grants to 1888; Goschen’s unsuccessful attempt to separate 
national and local finance through the assignment of revenues; and, 
finally, recent additional grants and the present status of the system. 

Two forces seem to have been responsible for the development of 
the subvention system in England: The demands of the landed interest 
for relief from the burden of the rates as local expenditures increased, 
and the very natural desire of the central authorities to have some con- 
trol over the administration of services in respect to which aid was 
granted. Since the grants were made whenever the landowners suc- 
ceeded in convincing Parliament of the need of local relief, or when some 
new extension in the direction of increasing the efficiency of a local service 
was contemplated, no systematic co-ordination of the various subven- 
tions has been effected. Distribution of the individual grants has usually 
been made upon some physical basis, as, for instance, the number of 
paupers in a given district, for poor relief; and little regard has been 
shown for the difference in burden-bearing capacity of the various 
districts. As the grants were extended the administrative officials 
at London were enabled to assert a large measure of supervision in 
matters of audit, maintenance of efficiency, and the application of 
economical and modern methods. At the present time, owing to the 
complexity of the system, its inequitable bases of distribution, and its 
lack of co-ordination, it stands badly in need of revision. 

Turning to conditions on the Continent, Mr. Grice finds an entirely 
different situation. Both in France and in Prussia, owing to the fact 
that in legal theory local bodies are subject in most of their acts to central 
administrative control, a sharp distinction is drawn between “optional,” 
or purely local services, and “compulsory,” or national services. In the 
latter class are included education, poor-relief, police, roads, and the 
like. Not only is general supervision much more complete than in 
England, but with respect to the second class of services the central 
authorities have the power to compel a minimum of local expenditure. 
This they accomplish through their right of approval of local budgets. 
General grants in aid are very rare and aids in respect to “compulsory” 
services usually take the form of permission to levy additional percentages 
on the national taxes or of assignment of a share in such taxes. The 
greater relative administrative power of the central authorities enables 
them to distribute the grants more nearly in proportion to the needs of 
the locality than is done in England. 
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From his investigation of the problem in all four countries Mr. Grice 
concludes (p. 326) that for England grants should be made more with 
the purpose of increasing central supervision; they should be allocated 
so as to minimize the inequalities between different districts in respect 
to expenditure on loco-national services; and only those services should 
be aided in which the national interest is predominant. 

With the foregoing conclusions Mr. Webb is, in the main, in accord. 
But he seems to believe that greater emphasis should be placed on the 
acquisition of control for central authorities. And, although it is 
tolerably clear from the historical account given by Mr. Grice (pp. 14, 
15, 21, 74) that the primary object of the grants has been the relief of 
local rate-payers, Mr. Webb makes the surprising statement (p. 6) that 
the national government (in England) “‘ bought’ the rights of inspection, 
audit, supervision, initiative, criticism, and control, in respect to one 
local service after another, and of one kind of local governing body 
after another, by the grant of annual subventions from the national 
Exchequer in the aid of local finances, and therefore in relief of the 
local rate-payer.” That these grants were made for the purpose of 
purchasing such control was never comprehended by Mr. Gladstone, 
who to the end of his days always erroneously regarded them as “raids 
on the Exchequer”! It appears that Mr. Webb would like to see the 
introduction of greater administrative control by national, or at least 
county, authorities, and so he asserts that centralization of control and 
not relief of local taxation was the effective cause of the establishment 
of the subventions. 

It is not a difficult matter, however, to distinguish and exclude the 
special pleading in Grants in Aid. The greater part of the book is 
devoted to a clear and admirably written description of the subvention 
policy of England at the present time. One chapter shows how “thirty 
millions a year”’ are distributed and in the succeeding pages are pointed 
out the good and the bad features in the grants to poor law and local 
educational authorities, which make up a greater part of the total. Mr. 
Webb, aside from his insistence upon greater centralization, is of the 
opinion that the entire system needs a thorough overhauling, and that the 
expenditure by the locality of a “national minimum” on subsidized 
services should be made an indispensable prerequisite to the receipt of aid. 
But he has no definite answer for the vexatious question of equitable bases 
for the distribution of the grants; he only protests against the present 
rule-of-thumb methods. 

On the whole these two books constitute a valuable addition to the 
literature of finance, and in view of the growing tendency to make use 
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of subventions in this country the facts they present in respect to the 
situation in England are of particular interest to students of local finance 
in*America. 

F. B. GARVER 


THE UNIVERSITY OF CHICAGO 


The Science of Wealth. By J. A. Hopson. New York and London: 
Henry Holt & Co., 1911. 8vo, pp. 256. Price 75 cents. 

The Science of Wealth is little more than an abridgment of The Indus- 
trial System, representing an attempt to popularize the author’s analysis 
of modern business organization and the doctrine of “unproductive 
surplus.” 

Following a study of the organization of the industrial world and 
a presentation of the essential features of the productive process, 
Mr. Hobson turns his attention to the distribution of the product of 
industry among the owners of labor, land, capital, and ability. Since theco- 
operation of all these factors is necessary, the first charge against the joint 
product is maintenance cost. Under this head are included the minimum 
payments necessary to keep the factors from deterioration and to pro- 
vide for the public services of the state. In a progressive industrial 
system, however, an additional payment must be made to secure the 
maximum efficiency of labor, land, capital, and ability, and to stimulate 
an increase in all these factors. Payment to cover this cost of healthy 
growth is what the author terms the “productive surplus.” 

Were the whole product naturally absorbed by these two charges, 
“we should have a completely rational and socially satisfactory system 
of production and distribution of Wealth.” But there is a residuum, and 
“unproductive” surplus, which is divided among the factors in propor- 
tion to their “pulls.” This surplus is, in the author’s words (we may 
overlook the mixed metaphor), “the only true bone of contention, the 
only valid cause of conflict between capital and labor 
the industrial system, a source of continual disturbance, breeding 
economic maladies” (p. 82). All taxation should fall on this “unpro- 
ductive” or “unearned” surplus. Indeed, it is to call attention to a 
proper object of taxation that Professor Hobson has labeled it 
“ wnearned.” 

The reader’s first impression of Professor Hobson’s theory is its 
apparently realistic character, but it requires no very careful study to 
discover hazy notions and unwarranted assumptions. What, for 
instance, is “healthy” growth? What is the “quantity of saving needed 
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for the growth of the industrial system” (p. 79)? Or what is “‘the 
normally efficient business”? The author seems to have in mind an 
absolute best proportion in which the productive factors should co- 
operate. The idea of a representative business determining prices will 
logically lead back to the mediaeval notion of a just price. 

Hobson is revolting against the abstract theorists and yet his proposi- 
tions are not essentially irreconcilable with those of the productivity 
theorists. He holds that the distribution of the surplus product is 
determined by “pulls.” “Pulls” are dependent upon usefulness under 
existing conditions of scarcity. Surely this is the same underlying idea 
as that of utility, in the usual economic sense—imputable or productive 
contribution ? 

The book is sadly lacking in clear and intelligible English, to say 
nothing of literary composition. We are told that “the farmers who 
supply hides to the tanners, supply also carcases to butchers, grain to 
millers, and enter into other series of products” (p. 31). Evidently 
the pure-food laws are not enforced in Mr. Hobson’s part of the country. 
We read that different trades using the same or similar raw materials, 
“are related by powerful bonds of sympathy and antipathy. Such is, 
for example, the relation of shoe-making to saddlery and upholstery 
(through leather), of jam-making to biscuits or to aérated waters 
(through sugar)” (p. 35). The author means something, but perhaps 
the merit of his statement, like that of Browning’s poetry, lies in the 
fact that neither he nor his reader knows what. Again, we find the 
jumble: “. . . . new articles of consumption, music halls and skating- 
rinks, cheap reprints, canned meats, bananas, popular drugs, force their 
way, first as casual claimants, then as habits, into the expenditure of 
some grade of the working classes, . . . . ” (p. 194). 

In conclusion, the book, though readable in parts, is one which is not 
likely to appeal to the general public, while the economist will find the 
same views expressed in much better form in The Industrial System. 


S. Roy WEAVER 
Tue UNIVERSITY OF CHICAGO 


A History of the New England Fisheries. By RAYMOND McFar- 
LAND. Publication of the University of Pennsylvania, 1911. 
8vo, pp. 457. $2.00. 

The economist has accorded but scant attention to the New England 
fisheries. At his hands this important industry—or rather group of 
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industries—has failed to receive the consideration to which its present 
economic importance as well as its historical significance rightly entitles 
it. Indeed, with the exception of Mr. Tower’s investigation of the 
whale fishery, the subject has been entirely ignored. The volume under 
review, therefore, supplies a real need. In the words of the preface, its 
author “aims to show the development and importance of the New Eng- 
land fisheries from pre-colonial days to the present time.” 

The first chapter is devoted to a preliminary geographical study of the 
fishing-grounds of the North Atlantic Ocean. An excellent survey is 
then made of the beginning and early history of the fishing industry 
during the colonial period. The perils of the hardy and intrepid Breton 
fishermen on the Newfoundland banks; the struggle between France and 
England for possession of this bonanza of the sea; the life-story of the 
pioneer colonists in their battle against a none too kind environment; 
the beginning, expansion, and growth of an important industry: these 
form a romantic chapter in American economic history. 

The attempts of the English Crown to regulate and control the 
growing industry, following the abandonment of America by France, are 
outlined somewhat impatiently in the chapter “A Harbinger of the 
Revolution.”” Chapters on “The Renaissance of the Fisheries,’”’ cover- 
ing the period from the establishment of the federal government to the 
treaty of 1818; “A Half-Century of Conflict,” from 1818 until the Civil 
War; and “The Growth along the Shore,” from the Civil War to date, 
present in a general way the history of the fisheries since the Revolution. 
In chaps. xi to xviii inclusive, the author makes a more detailed investiga- 
tion of the history and present status of the fishing industry. Chap. xix 
is a most interesting study of the vexed “fisheries question.”” The con- 
cluding chapter of the book contains an extensive bibliography, and is 
followed by an appendix giving statistics of the fishing industry and the 
full text of the 1910 award of the Hague Tribunal in the fisheries dispute 
together with the dissenting opinion of Dr. Luis M. Drago. 

It is, perhaps, natural that the author should stoutly espouse the 
cause of the New England fishermen, in their differences with England 
and the British colonies. But the reader feels that Mr. McFarland’s 
judgment is not entirely free from prejudice. He fails to recognize 
that the militant attitude of the Newfoundland fishermen, for instance, 
is not without provocation. Impotently, these hardy fisher-folk have 
stood by, while English ignorance has bartered their patrimony to Yankee 
shrewdness. That such patent injustice to loyal subjects should have 
engendered an undisguised hostility to the invaders of their fishing- 
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grounds is not surprising. Mr. McFarland’s vision is evidently limited 
by patriotism and he sees but one side of the fisheries question. The 
terms “unnatural” and “unnecessary” (p. 290), which he applies to 
“competition from the fisheries of the British Provinces,” are additional 
evidence that he has uncritically taken the point of view of the New 
England fishermen themselves. 

The author’s enthusiasm occasionally results in rhetoric which, at 
first blush, seems somewhat incongruous in a staid scientific study. 
But to criticize the book on that score is hardly justified. A colorless 
scientist is, indeed, a rarity, and a most uninteresting one. Mr. McFar- 
land is human as well as scientific. It is his enthusiastic presentation, 
his prejudice even, that makes his book readable. A History of the New 
England Fisheries is an admirable treatment of a hitherto neglected 


phase of American economic history. 
S. Roy WEAVER 
THE UNIVERSITY OF CHICAGO 


Stocks and Shares. By HARTLEY WITHERS. New York: E. P. 
Dutton & Co., 1910. 8vo, pp. xi+371. $2.00. 


The Stock Exchange. By FRaNcis W. Hirst. New York: Henry 
Holt & Co., 1911. 12mo, pp. 256. 75 cents. 


These two volumes, both written by well-known English editors, 
have substantially the same object: to describe for the general reader 
or average investor the mechanism of the stock market, the factors 
determining the course of prices there, and the methods of investing in 
corporate securities whether of a speculative or investment character. 
Thus the book by Mr. Withers covers such subjects as: forms of 
securities, prospectuses, balance sheet and income account, the stock 
exchange and its working, the speculator and the investor. It is written 
in an easy, interesting, and lively style with an occasional bit of humor, 
and still does not lack in vigor, incisiveness, and much very pertinent 
and constructive criticism. The author takes a strong stand for a balance 
sheet which shall show the assets at their present worth after full allow- 
ance for depreciation. He favors stricter regulations for admission of 
members to the London Stock Exchange and more careful supervision 
of the securities listed. While he admits that the peculiar class of 
jobbers which is found in London distinct from the brokers is probably 
too large in numbers (due to the unfortunate diversity of interest between 
some of the members of the exchange and the proprietors), he is still 
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inclined to justify their existence as a class, though his arguments on 
this point are not likely to convince an American unused to that 
peculiar method of carrying on this business. The exposition of the 
uncertain and illogical character of price-movements on the stock 
exchange is well done, but far too little attention is given to the more 
essential and underlying factors which determine both the money 
market and general trade conditions. Naturally the descriptive part 
of the book is almost entirely confined to English conditions, but the 
more fundamental points made are of such general bearing that they can 
appeal with equal force to an American; while for the American who 
desires to obtain a general understanding of English conditions the 
account here given is to be particularly commended. As a whole the 
volume is an unusually successful attempt to meet the needs of those for 
whom it was intended. 

The volume by Mr. Hirst, scarcely two-thirds as large as the pre- 
ceding, covers almost exactly the same field; the chief difference being 
the addition of an account of the leading foreign exchanges—Paris, 
Berlin, and New York. The space available for the other topics is 
therefore considerably less than in Mr. Withers’ book. The result is 
unfortunate and makes this volume appear rather inadequate in com- 
parison. The style is more discursive and rambling, the exposition 
less clear, and with the possible exception of the descriptive part of the 
treatment of the topics is less thorough and systematic. Finally the 
keen and definite criticism which marks the other work, as well as its 
constructive element, is almost entirely lacking. 


CHESTER W. WRIGHT 
Tue UNIVERSITY OF CHICACO 





Die logischen Médngel des engeren Marxismus. By E. UNTERMANN. 
Miinchen: Eugen Dietzgen, 1910. 8vo, pp. 1-753. 


The title of this book and the reputation of Mr. Untermann at once suggest 
that the criticism offered does not belong among the usual, numerous attacks 
upon Marxism by opponents of socialism. Nor does it deal, as one might 
suspect, with the popular controversy between revisionists and impossibilists. 
The bulk of the work is devoted to the question of whether Joseph Dietzgen or 
Karl Marx was the founder of the materialistic school of epistemology. The 
publisher, a son of the late philosopher, and Mr. Untermann reply in this 
volume to Plechanow and Mehring, whose essays relating to the problem at — 
issue are printed at the end of the book. 

It is obvious that the book can be of interest only to a limited number of 
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readers. Aside from the fact that questions of authorship, when they lack the 
sensationalism inevitable in disputes carried on by the respective authors 
themselves, are in many cases of little importance, the very problem of material- 
ism, taken for granted in the work under review, fascinating as it had been at 
the end of the eighteenth century, cannot at present add much to make the 
work worth while. 

Those interested in the development of modern physiological psychology 
will find, however, many valuable passages in the volume. In the days of 
Marx and Dietzgen psychology and epistemology were not clearly distinguished, 
and with a few qualifications one may say that the problems in controversy 
are more logical and psychological than epistemological. But one can hardly 
ignore these early attempts to establish a new logic. A few quotations will 
suffice to show, at least, the tendency of these doctrines: ‘‘Conceptions do not 
explain matter, but matter explains conceptions” (p. 707). ‘Our knowledge 
does not give us truth, but is only a reflection of reality.” In short, an attempt 
is made to prove that one cannot study processes of thought as something fixed, 
independent of the contents, afforded by the outer world. But as has been 
said, the problem is taken for solved, the question is only who solved it: Marx 
or Dietzgen? To be sure, it is difficult to pass judgment as to who is right; 
Dietzgen and Marx both acknowledge mutual indebtedness. One closes the 
book wondering whether “the game was worth the candle.” The filial 
devotion of Eugen Dietzgen in striving to create a name for his father is surely 
a worthy attitude, but—well, the problem itself is still awaiting solution. 


Cost of Living in American Towns. A Report by the Board of Trade. 
London: Darling & Son, 1911. Folio, pp. xcii+533. 55. 1d. 


This volume of statistical information is the report of an inquiry into 
working-class rents, housing, and retail prices, together with the rates of wages 
in certain occupations in the principal industrial towns of the United States of 
America. The results of this inquiry are admirably summarized in two parts, 
namely: I, a report on conditions in the United States, and II, a comparison 
of these conditions in the United States with those in Great Britain. 

In so far as one can judge of the value of this statistical investigation from 
the too brief description of the methods thereof set forth in the report, this 
volume furnishes a wealth of excellent comparative information. The report 
itself recognizes the difficulties of international statistical comparison afforded 
by such factors as: (a) possible differences in the continuity of employment and 
strenuousness of service demanded; (b) the quality of foods which a given 
expenditure secures; (c) the relative standard of dwelling accommodation 
provided; and (d) differences in national habit, taste and conditions of supply, 
all of which are incapable of accurate statistical consideration. The net results, 
however, set out in the most general form possible, are as follows: The food 
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of the average English family would cost about 38 per cent more in the United 
States than in Great Britain and rent would be as 207:100. The cost of food 
and rent combined (allotting weights of four and one respectively), would 
therefore be 52 per cent greater in the United States than in England and Wales; 
but these heavier relative charges on the working-man’s income have—as 
indicated by the three trade-groups: building, engineering, and printing— 
been accompanied in American towns by weekly wages which are as 230: 100. 
Thus, according to this ratio, a much greater margin is available to the working- 
man in the United States even when allowance has been made for increased 
expenditure on food and rent. This margin is, however, curtailed by a scale 
of expenditure adopted to some extent necessarily, and to some extent volun- 
tarily, in accordance with a different and a higher standard of material comfort. 

This volume will be found to contain not only a valuable comparison of 
the conditions obtaining in America and Great Britain, but also an even more 
reliable comparison of conditions in the principal industrial towns in the 
United States. 


The New Dictionary of Statistics. By Aucustus D. WEBB. London: 
Routledge & Sons; and New York: E. P. Dutton & Co., rorr. 
Large 8vo, pp. xii+682. $7.00 net. 


This new statistical compendium, announced by its subtitle as “A Com- 
plement to the Fourth Edition of Mulhall’s Dictionary of Statistics,” bears at 
least a superficial resemblance to that familiar volume. In external form and 
make-up, and in the alphabetical arrangement, within, of compact statistics 
on a great variety of topics, the similarity is undoubtedly close. But more 
attentive examination reveals essential differences. The material in the new 
work has reference almost entirely to recent years: historical data extending 
back over considerable periods are not included. The naive and curious 
odds and ends of information (or misinformation) which Mulhall was wont to 
collect are also absent. Most important of all, the scientific discrimination 
shown in handling evidence makes this book a palpable improvement upon its 
predecessor. Mr. Webb is aware of the danger inherent in any compilation 
which presents an array of figures apart from the contexts which make them 
intelligible. He has tried to explain the limitation of the figures he has used. 
To guard against misunderstandings he has been careful to indicate the cases in 
which data derived from various sources are not properly comparable. In 
particular, he has given specific references to the literature from which his 
statements are taken. The list of publications cited in this way numbers over 
three hundred titles; and though certain obvious and important authorities 
are apparently not referred to, the selections on the whole show good judg- 
ment. One might wish that the author had gone yet farther by referring 
his readers more frequently to primary rather than secondary sources. The 
labor involved in such an attempt would, however, have been almost pro- 
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hibitive. More reasonably one may regret that the time settled upon for the 
issue of the book prevented recourse to results of the censuses of 1910 and 
1911 in several of the most important countries, and thus necessitated the 
publication of figures almost ten years out of date. In general, however, the 
merits of the Dictionary are more conspicuous than the defects. 


Labrador: Its Discovery, Exploration, and Development. By W. G. 
Gostinc. New York: John Lane Company, 1911. 8vo, pp. 
viii+574. $6.00 net. 

This work commences with a painstaking historical discussion in the form 
of a running narrative of early voyages and the settlement of Greenland, 
Labrador, and Newfoundland. While the work is rather bulky and perhaps 
somewhat tedious to read, in consequence of the numerous quotations inserted, 
it undoubtedly contains a mass of valuable material on the history of a time 
which is but imperfectly known. 

In the preface we are informed that no consecutive history dealing with 
this topic exists. The chapters of the book have often resolved themselves into 
dissertations on subjects slightly connected one with another, or at other 
times, they will be found to overlap and to contain a certain amount of repeti- 
tion. Though the author claims that this has been unavoidable, it certainly 
has seriously impaired the effectiveness of his presentation, which has become 
scrappy, discursive, and lacking in organization. 

From the contents we learn that Labrador remains practically unexplored. 
It is difficult to see how and why the population of this country should increase. 
The fisheries must ever be the primary consideration in that barren land, 
populated along the coast by an army of Newfoundland fishermen for the short 
summer season. Labrador has little promise for the white settler, and the 
Eskimos are rapidly dying out. Some space is devoted to the Moravian 
missionaries; a chapter is given to the boundary dispute with Canada; and 
under the disguise of ‘‘ Americans on the Labrador” the author finds space to 
deal somewhat exhaustively with the Newfoundland fisheries disputes. The 
last chapter is devoted to the great philanthropic work of Dr. Grenfell in 
Labrador. The volume also contains a number of illustrations, tables of 
exports, and a map of Labrador. 


Principes de la politique régulatrice des changes. Par MAURICE AUSIAUX 
Brussels [etc.]: Misch & Thron, 1910. 8vo, pp. 259. 

The first part of this book is devoted to a demonstration of the necessity 
of a policy of exchange regulation, in order to preserve the stability of the 
monetary standard or valorimétre. The classical theory of the natural 
automatic and spontaneous distribution of the precious metals among the 
nations is criticized as based upon the quantity theory of money, and being, at 
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best, inapplicable to modern conditions. Neither is the discount rate self- 
adjusting, as maintained by Goschen and Say, but its height depends upon the 
perspicacity of bank directors. The policy of laissez-faire is no longer prac- 
ticable, since “left to itself, the balance of accounts may remain unfavorable 
long enough to bring about monetary exhaustion of the country and, by the 
forced circulation of notes, to provoke the instability of all values” (p. 74). 
A theoretical analysis of exchanges between countries possessed of the same 
standard is followed by a consideration of exchanges between gold-standard 
countries and those with a silver or inconvertible-paper valorimétre. 

Part II deals with practical problems and methods of regulation. The 
various expedients to restrict the rate of exchange within the narrow limits of 
the “‘gold points” are considered in detail. The effects of the raising of the 
discount rate—the usual resort—and of other correctives, both monetary and 
extra-monetary, are studied in interesting chapters. The investigations close 
with an examination of the proper means by which to re-establish the stability 
of exchanges once it has been overthrown. 

The author shows a thorough knowledge of his subject and an unusual 
acquaintance with the field of finance in general. His book is a well-written 
and valuable economic study, and even the most orthodox economist need not 
be daunted by the inscription on the cover: “Travaux de l'Institut de 
Sociolozie.”’ 


Report of the Commissioner of Corporations on the Tobacco Industry. 
Part II. Washington: Government Printing Office, 1911. 8vo, 
pp. Xxi+343- 

This report is a sequel to an earlier one which appeared in 1909 and dealt 
with the growth of the Tobacco Trust since 1890. The present report, however, 
is chiefly concerned with the capitalization, investment, and earnings of the 
combination. 

After a painstaking analysis of these factors, it is concluded that there have 
been: (1) excessive capitalization; (2) excessively high rates of earnings on the 
actual investment; (3) increase of earnings with increase of effective control 
of the industry and vice versa; (4) the appropriation by a small group of 
“insiders”’ of a large share of the profits. 

The report is valuable especially in being a study of overcapitalization of 
the principal companies of the combination. According to the findings of the 
Commissioner, this overcapitalization is the result of the overvaluation of the 
“good will” of the companies that were bought by the combination from time 
to time. The problem that presented itself to the Commissioner for solution 
was the ascertaining of the actual cost of the good will of the various com- 
panies. This of course was no easy matter. The method of solving this 
problem is given in detail in the report and brings out incidentally the general 
difficulties of evaluating the “intangible assets” of a corporation. 








